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333 East Main Street
Midland, Michigan 48640

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held April 18, 2005

You are invited to attend the annual meeting of shareholders of Chemical Financial Corporation at the Midland Center for
the Arts, 1801 W. St. Andrews Drive, Midland, Michigan, on Monday, April 18, 2005, at 2:00 p.m. local time. At the

meeting, we will:
1. elect eleven directors; and
2. transact any other business that may properly come before the meeting.

You may vote at the meeting and any adjournment of the meeting if you were a shareholder of record at the close of business
on February 18, 2005. Our 2004 Annual Report to Shareholders follows our proxy statement in this booklet. Our proxy
statement and the enclosed proxy card are being sent to shareholders on and after March 16, 2005.

We look forward to seeing you at the meeting.

By Order of the Board of Directors,

d/l%.pfféwé\ PROCESSED

David B. Ramaker ' MAR < & 2005 %/
President and Chief Executive Officer THCMSON ‘

FINANCIAL

Your vote is important to us.
Even if you plan to attend the meeting,

PLEASE SIGN, DATE AND RETURN YOUR PROXY PROMPTLY.




CHEMICAL FINANCIAL CORPORATION
333 East Main Street
Midland, Michigan 48640

ANNUAL MEETING OF SHAREHOLDERS
April 18, 2005

PROXY STATEMENT

Meeting Information

Time and Place of Meeting

You are invited to attend the annual meeting of shareholders
of Chemical Financial Corporation (“Chemical Financial” or
the “Corporation”) that will be held on Monday, April 18,
2005, at the Midland Center for the Arts, 1801 W. St.
Andrews Drive, Midland, Michigan, at 2:00 p.m. local time.

This proxy statement and the enclosed proxy card are being
furnished to you on and after March 16, 2005, in
connection with the solicitation of proxies by Chemical
Financial’s board of directors for use at the annual meeting.
In this proxy statement, “we,” “us” and “our” refer to
Chemical Financial Corporation, “you” and “your” refer to
Chemical Financial Corporation shareholders, and
“Chemical Bank” refers to Chemical Bank and

Trust Company, Chemical Financial’s largest subsidiary
bank.

Purpose of Meeting

The purpose of the annual meeting is to consider and vote
upon the election of eleven directors. Your board of
directors recommends that you vote FOR each of the
nominees discussed in this proxy statement.

How to Vote Your Shares

You may vote at the meeting or by proxy if you were a
shareholder of record of Chemical Financial common stock
on February 18, 2005. You are entitled to one vote per
share of Chemical Financial common stock that you own on
each matter presented at the annual meeting.

As of February 18, 2005, there were 25,183,912 shares of
Chemical Financial common stock issued and outstanding.

Your shares will be voted at the annual meeting if you
properly sign and return to us the enclosed proxy. If you
specify a choice, your proxy will be voted as specified. If you
do not specify a choice, your shares will be voted for the
election of each nominee for director named in this proxy
statement. If other matters are presented at the annual
meeting, the individuals named in the enclosed proxy will
vote your shares on those matters in their discretion. As of
the date of this proxy statement, we do not know of any
other matters to be considered at the annual meeting.

You may revoke your proxy at any time before it is exercised
by:

¢ delivering written notice to the Secretary of Chemical
Financial; or

* attending and voting at the annual meeting.

Who Will Solicit Proxies

Directors, officers and employees of Chemical Financial and
its affiliates will initially solicit proxies by mail. They also
may solicit proxies in person, by telephone or by other
means, but they will not receive any additional
compensation for these efforts. Nominees, trustees and other
fiduciaries who hold stock on behalf of beneficial owners of
Chemical Financial common stock may communicate with
the beneficial owners by mail or otherwise and may forward
proxy materials to and solicit proxies from the beneficial
owners. Chemical Financial will pay all costs of solicitation
of proxies. Chemical Financial has engaged Georgeson
Shareholder Communications, Inc. at an estimated cost of
$1,000, plus expenses, to assist in the distribution of these
materials.

Required Vote and Quorum

A plurality of the shares voting at the annual meeting is
required to elect directors. This means that if there are more
nominees than director positions to be filled, the nominees
for whom the most votes are cast will be elected. In
counting votes on the election of directors, abstentions,
broker non-votes and other shares not voted will not be
counted as voted, and the number of shares of which a
plurality is required will be reduced by the number of shares
not voted.

A majority of the shares entitled to vote at the annual
meeting must be present or represented at the meeting to
constitute a quorum. If you submit a proxy or attend the
meeting in person, your shares will be counted towards the
quorum, even if you abstain from voting on some or all of
the matters introduced at the meeting. Broker non-votes also
count for quorum purposes.



Election of Directors

The board of directors presently consists of twelve
individuals. The term of office for each of the directors
expires at the annual meeting each year. Mr. Michael L.
Dow is currently a director of the Corporation. He will
retire from the Board of Directors at the annual meeting on
April 18, 2005 in accordance with the Corporation’s
mandarory age retirement policy.

The board of directors proposes that the following nominees
be elected as directors for terms expiring at the annual
meeting of shareholdets to be held in 2006:

Nominees

Gary E. Anderson
J. Daniel Bernson
Nancy Bowman
James A. Currie
Thomas T. Huff
Terence F. Moore

Aloysius J. Oliver
Frank P. Popoff

David B. Ramaker

Dan L. Smith

William S. Stavropoulos

Each proposed nominee currently serves as a director of
Chemical Financial for a term that will expire at this year’s
annual meeting. Mr. Gary E. Anderson was appointed to

the board of directors on January 17, 2005. Mr. Anderson’s
appointment increased the size of the board of directors
temporarily to twelve members. The board size will be re-
established at eleven members immediately prior to the
election of directors at the annual meeting on April 18,
2005. The persons named in the enclosed proxy card intend
to vote for the election of the eleven nominees listed above.
The proposed nominees are willing to be elected and serve
as directors. If 2 nominee is unable to serve or is otherwise
unavailable for election, which we do not anticipate, the
incumbent board of directors may or may not select a
substitute nominee. If a substitute nominee is selected, your
proxy will be voted for the person so selected. If a substitute
nominee is not selected, your proxy will be voted for the
election of the remaining nominees. No proxy will be voted
for a greater number of persons than the number of
nominees named above.

Biographical information is presented below concerning the
nominees for directors of Chemical Financial. Except as
otherwise indicated, each nominee has had the same
principal employment for over five years.

Chemical Financial’s Board of Directors and Nominees for Election as Directors

Gary E. Anderson, age 59, has served as a director of
Chemical Financial since January 17, 2005 and was
appointed to the Audic and Compensation Committees as of
that date. Mr. Anderson has been Chairman of the board of
directors of Dow Corning Corporation since March 2001.
Mr. Anderson has worked with Dow Corning Corporation,
a diversified company specializing in the development,
manufacture and marketing of silicones and related silicon-
based producrs, since 1967 and has served in various
executive capacities for over 25 years, including President
and Chief Executive Officer. Mr. Anderson has been a
director of Chemical Bank since January 2001.

J. Daniel Bernson, age 63, has served as a director of
Chemical Financial since January 15, 2001 as a result of the
merger of Shoreline Financial Corporation (“Shoreline”)
into Chemical Financial. Mr. Bernson has been a director
and member of various committees of Chemical Bank
Shoreline, a wholly owned bank subsidiary of Chemical
Financial (previously Shoreline Bank, the bank subsidiary of
Shoreline), since July 1999. Mr. Bernson has been President,
since 1988, and Chief Executive Officer, since April 2004,
of The Hanson Group of St. Joseph, Michigan, a holding
company with diversified business intetests in southwest
Michigan, including Hanson Mold, Hanson Cold Storage
Co., Eagle Technologies Group, the Meadows Subdivision
and Pure.Fact, Inc. Mr. Bernson is a member of the Audit,
Corporate Governance and Nominating, and Compensation
Committees.

Nancy Bowman, age 53, has served as a director of
Chemical Financial since January 2003 and is a member of
the Audit and Compensation Committees. Ms. Bowman is a
certified public accountant and co-owner of Bowman &
Rogers, PC, an accounting and tax services company located
in Lake City, Michigan. Ms. Bowman has served as a
director and member of various committees of Chemical
Bank West, a wholly owned bank subsidiary of Chemical
Financial, since 1982.

James A. Currie, age 46, has been a director of Chemical
Financial since August 1993 and is a member of the Audic
and Compensation Committees and Chairman of the
Corporate Governance and Nominating Committee.

Mr. Currie is an investor. Mr. Currie has served as a
director and member of various committees of Chemical
Bank since February 1992, a director of CFC Financial
Services, Inc., Chemical Financial’s insurance agency
subsidiary, since February 2002, and a director of CFC
Title Services, Inc., Chemical Financial’s title insurance
subsidiary, since February 2002.

Thomas T. Huff, age 62, has served as a director of
Chemical Financial since January 19, 2004 and is a member
of the Audit Committee. Mr. Huff had been a director of
Shoreline before the merger with the Corporation since
1987. Mr. Huff has been a director and member of various
committees of Chemical Bank Shoreline (previously
Shoreline Bank, the bank subsidiary of Shoreline) since
1986. Mr. Huff is an attorney, operating as a sole




practitioner in Kalamazoo since 2003. Previously, from 1987
to 2002, Mr. Huff was a senior partner with the Varnum,
Riddering, Schmidt and Howlett law firm. Mr. Huff
additionally is a real estate developer.

Terence F. Moore, age 61, has served as a director of
Chemical Financial since January 1998 and is Co-Chairman
of the Audit Committee and a member of the
Compensation and Corporate Governance and Nominating
Committees. Mr. Moore has been President and Chief
Executive Officer of MidMichigan Health in Midland,
Michigan since 1982. MidMichigan Health is a health care
organization operating in central and northern Michigan.
From 1977 to 1984, Mr. Moore was President and Chief
Executive Officer of MidMichigan Medical Center in
Midland, which is MidMichigan Health’s largest subsidiary.
Mr. Moore has served as a director and member of various
committees of Chemical Bank since February 1991.

Aloysius J. Oliver, age 64, has served as a director of
Chemical Financial since January 1997 and served as
Chairman of its board of directors from January 2002 until
May 1, 2004. Mr. Oliver resigned as Chairman in
accordance with corporate governance best practices
following the Sarbanes-Oxley Act of 2002. Good governance
practices suggest that publicly traded companies either have
an independent director serve as chairman or designate an
independent director to be titled “lead director.” Mr. Oliver
previously served as President and Chief Executive Officer of
Chemical Financial from January 1997 until his retirement
on December 31, 2001. Prior to being appointed President
and Chief Executive Officer, Mr. Oliver served as Executive
Vice President and Secretary from January 1985 to
December 1996. Mr. Oliver joined Chemical Financial from
Chemical Bank in January 1985. Mr. Oliver joined
Chemical Bank in 1957 and served in various management
capacities. Mr. Oliver became Vice President and Cashier of
Chemical Bank in 1975, Secretary to the board of directors
in 1979 and Senior Vice President in 1981. Mr. Oliver was
elected to the board of directors of Chemical Bank in
August 1996. During the last five years, Mr. Oliver has also
served as a director and member of various committees of
Chemical Bank West (also Chairman), CFC Financial
Services, Inc., Chemical Financial’s insurance agency
subsidiary, and CFC Title Services, Inc, Chemical
Financial’s title insurance subsidiary. Mr. Oliver is a
member of the Compensation and Corporate Governance
and Nominating Committees.

Frank P. Popoff, age 69, became Chairman of Chemical
Financial’s board of directors on May 1, 2004. Mr. Popoff
has served as a director of Chemical Financial since February
1989 and is a member of the Audit and Corporate
Governance and Nominating Committees and Chairman of
the Compensation Committee. Mr. Popoft joined The Dow
Chemical Company, a diversified science and technology
company that manufactures chemical, plastic and agricultural
products, in 1959 and served in senior positions in sales,

marketing, operations and business management, including
responsibilities for international areas of the company.

Mr. Popoff was Chief Executive Officer of The Dow
Chemical Company from 1987 to 1995 and Chairman of
the board of directors from December 1992 until his
retirement in November 2000. Mr. Popoff is also a director
of American Express Company, Qwest Communications
International, Inc., Shin-Etsu Chemical Co. Lid. and United
Technologies Corporation. Mr. Popoff has served as a
director and member of various committees of Chemical

Bank since July 1985.

David B. Ramaker, age 49, became President and Chief
Executive Officer of Chemical Financial in January 2002.
He has been a director of Chemical Financial since October
2001. He previously served as President and Chief Executive
Officer of Chemical Bank and Executive Vice President and
Secretary of Chemical Financial. He joined Chemical Bank
as Vice President on November 29, 1989. Mr. Ramaker
became President of Chemical Bank Key State (consolidated
into Chemical Bank) in October 1993. Mr. Ramaker
became President and a member of the board of directors of
Chemical Bank in September 1996 and Executive Vice
President and Secretary to the board of Chemical Financial
and Chief Executive Officer of Chemical Bank on

January 1, 1997. Mr. Ramaker currently serves as Chairman
of each of Chemical’s three wholly-owned bank subsidiaries
as well as CFC Financial Services, Inc. and CFC

Title Services, Inc. During the last five years, Mr. Ramaker
has also served as director of the Corporation’s other
subsidiaries. Mr. Ramaker is a member of the Executive
Management Committee of Chemical Financial.

Dan L. Smith, age 69, has served as a director of Chemical
Financial since January 15, 2001, as a result of Shoreline’s
merger into Chemical Financial. Before the merger,

Mr. Smith was Chairman of the Board and Chief Executive
Officer of Shoreline. Mr. Smith became Shoreline’s
Chairman of the Board and Chief Executive Officer on
January 1, 1993, having previously served as President of
Shoreline. Mr. Smith continued to serve as President until
June 1999. Mr. Smith was Secretary to the board of
Shoreline until 1992, Mr. Smith also served as Chairman of
the Board and Chief Executive Officer of Chemical Bank
Shareline (previously Shoreline Bank) from May 1994
through December 2002. Mr. Smith continues to serve as a
director and member of various committees of Chemical
Bank Shoreline, Mr. Smith also served as President of
Shoreline Bank from May 1994 until June 1999. Through
May 1994, Mr. Smith served as President of Inter-City
Bank (predecessor of Shoreline Bank) since 1978, Chief
Executive Officer of Inter-City Bank since 1988, and a
director of Inter-City Bank since 1972, Mr. Smith is a
member of the Audit, Compensation and Corporate
Governance, and Nominating Committees.

William S. Stavropoulos, age 65, has been a director of
Chemical Financial since August 1993. Mr. Stavropoulos is



Chairman of the board of directors of The Dow Chemical
Company, a diversified science and technology company
that manufactures chemical, plastic and agricultural
products. Mr. Stavropoulos joined The Dow Chemical
Company in 1967 and has served in various senior
management positions. Mr. Stavropoulos was named
President of Dow Latin America in 1984, Group Vice
President in 1987, Vice President in 1990, President of
Dow U.S.A. in 1990, Senior Vice President in 1991,
President and Chief Operating Officer in 1993, Chief
Executive Officer in November 1995 and Chairman of the
board of directors in November 2000. He was elected to the
board of directors of The Dow Chemical Company in
1990. Mr. Stavropoulos served as President and Chief
Executive Officer from 1995 to 2000 and was reappointed
to that position in December 2002. In November 2003,
Mr. Stavropoulos relinquished the position as President and
in November 2004 relinquished the position as Chief
Executive Officer. Mr. Stavropoulos is also a director of
NCR Corporation, BellSouth Corporation and Maersk Inc.,
and a trustee of the Fidelity Group of Funds.

M. Stavropoulos has served as a director and member of
various committees of Chemical Bank since April 1992.
Mr. Stavropoulos is a member of the Audit and Corporate
Governance and Nominating Committees.

Your Board of Directors Recommends that You
Vote FOR the Election of All Nominees as Directors

Committees of the Board of Directors

Among others, the board of directors has established the

following three standing committees:

* Audit Committee
* Compensation Committee
* Corporate Governance and Nominating Committee

Audit Commirtee. The Audit Committee oversees the
accounting and financial reporting processes on behalf of the
board of directors. The Audit Committee oversees the audit
of the financial statements and is directly responsible for the
appointment, compensation, retention and oversight of the
work of the independent registered public accounting firm
engaged by the Corporation. The Audit Committee operates
pursuant to a written charter. The Audit Committee is
comprised solely of independent directors as defined by the
Sarbanes-Oxley Act of 2002 and the National Association of
Securities Dealers’ (“NASD”) listing standards. The Audit
Committee is composed of Messts. Dow and Moore,
Co-Chairmen; Ms. Bowman and Messrs. Anderson,
Bernson, Currie, Huff, Popoff, Smith and Stavropoulos. The
Audit Committee met six times during 2004.

Messrs. Anderson, Bernson, Moore, Popoff and Stavropoulos
are considered “‘audit committee financial experts” as
defined by the Securities and Exchange Commission. The
Audit Committee has a Pre-Approval Policy to pre-approve

the audit and non-audit services performed by the
independent registered public accounting firm. All services
provided by the independent registered public accounting
firm are either within general pre-approved limits or
specifically approved by the Audit Committee. The general
pre-approval limits are detailed as to each particular service
and are limited by a specific dollar amount for each type of
service per project. The pre-approval policy requires the
Audit Committee to be informed of the services provided
under the pre-approval guidelines at the next regularly
scheduled Audic Committee meeting, A current copy of the
Audit Committee written charter is available on Chemical
Financial’s corporate website at www.chemicalbankmi.com
under “Investor Information.”

Compensation Committee. The Compensation Committee -
reviews salaries, bonuses and other compensation of all
officers of Chemical Financial, administers Chemical
Financial’s stock option plans and makes recommendations
to the board of directors regarding the awards of stock
options under these plans. The Compensation Committee
operates pursuant to a written charter. The Compensation
Committee is composed of Mr. Popoff, Chairman,

Ms. Bowman and Messrs. Anderson, Bernson, Currie,
Moore, Oliver and Smith. The Compensation Committee
met once during 2004.

Corporate Governance and Nominating Committee. The
Corporate Governance and Nominating Committee oversees
the Corporation’s corporate governance responsibilities on
behalf of the board of directors and is responsible for the
identification and recommendation of individuals qualified
to become members of the board of directors for each
vacancy that occurs and for each election of directors at an
annual meeting of shareholders. The Corporate Governance
and Nominating Committee operates pursuant to a written
charter. This committee is composed of Mr. Currie,
Chairman, and Messrs. Bernson, Dow, Moore, Oliver,
Popoff, Smith and Stavropoulos. The Corporate Governance
and Nominating Committee met once during 2004. The
Corporate Governance and Nominating Committee operates
pursuant to a written charter, a current copy of which is
available on Chemical Financial’s corporate website at
www.chemicalbankmi.com under “Investor Information.”
All members of the Corporate Governance and Nominating
Committee are independent as defined by the NASD listing
standards.

Board and Annual Meeting Attendance

During 2004, Chemical Financial’s board of directors held
five regular meetings. All directors attended at least 75% of
the aggregate number of meetings of the board of directors
and meetings of committees on which they served during
the year (during the periods that they served). The
Corporation has a policy that requires all members of and
nominees to the board of directors to attend the annual
meeting each year. All directors serving at April 19, 2004




attended the Corporation’s 2004 annual meeting held on
that date.

Compensation of Directors

During 2004, Chemical Financial compensated its directors
who were not regular salaried employees of Chemical
Financial at the rate of $1,500 for every board meeting
attended and $550 for every committee meeting attended.
Regular salaried employees of Chemical Financial and its -
subsidiaries do not receive fees for serving on, or attending
meetings of, the board of directors of Chemical Financial or
its subsidiaries or meetings of any of their committees.
During 2004, Chemical Financial’s bank subsidiaries
compensated their directors at the rate of $1,100 for every
board meeting attended and $550 for every committee
meeting attended.

On December 31, 2002, Chemical Financial entered into a

one-year retirement agreement with Mr. Oliver. Under that

agreement, Chemical Financial paid Mr. Oliver annual
compensation of $50,000 and provided group health
benefits consistent with those available under Chemical
Financial’s retiree medical plan. Mr. Oliver agreed to
continue to serve as Chairman of the board of directors of
Chemical Financial and a director of Chemical Bank
through December 31, 2003. This agreement was renewed
on December 31, 2003 on the same terms until the annual
" meeting of the Corporation in April 2004. Mr. Oliver also
agreed to a covenant not to compete as long as payments
were being made to him under the agreement.

The board of directors adopted the Chemical Financial
Corporation Plan for Deferral of Directors’ Fees. This plan
is available to all directors of Chemical Financial and its
subsidiaries who receive fees, including community bank
advisory directors. Under the plan, directors and community
bank advisory directors that participate in the plan must
elect before December 31 of each year to defer either 50%
or 100% of fees 1o be earned in the following year. These
fees will be paid out in any number of calendar years from
one to ten commencing during or following the year the
director ceases to be a director or the year after the director
attains age 70. During the deferral period, the plan provides
that the Corporation shall accrue to the directors or
community bank advisory directors interest on the
accumulated amount of deferred fees at the rate paid by
Chemical Bank on a variable rate money marker savings
account. ‘

Shareholder Nominations

The Corporate Governance and Nominating Committee will
consider director candidates recommended by shareholders,

directors, officers, third party search firms and other sources.
Shareholders may recommend individual nominees for
consideration by the Corporate Governance and Nominating
Committee by communicating with the committee as
described under the heading “Communicating with the
Board.” The Corporate Governance and Nominating
Committee will ultimately determine whether a shareholder
recommendation will result in a nomination under this
process. In considering potential nominees, the committee
will review all candidates in the same manner, regardless of
the source of the recommendation. In evaluating the skills
and characteristics required of board members, the
committee considers factors such as experience, diversity,
potentials for conflicts of interest, independence, character
and integrity, ability to devote sufficient time w board
service, and capacity to represent the balanced, best interests
of the shareholders as a group. Direct shareholder
nominations may only be made by sending a notice to the
Secretary of Chemical Financial that sets forth:

* the name, age, business address and residence address of
each nominee;

* the principal occupation or employment of each nominee;

* the number of shares of Chemical Financial common
stock beneficially owned by each nominee;

* a statement that each nominee is willing to be nominated
and to serve if elected; and

* such other information concerning each nominee as
would be required to be provided in a proxy statement
soliciting proxies for the election of each nominee.

You must send this notice to the Secretary of Chemical
Financial not less than 120 days prior to the date of an
annual meeting and not more than seven days following the
date of notice of a special meeting called for election of
directors.

Communicating with the Board

Shareholders and interested parties may communicate with
members of Chemical Financial’s board of directors by
sending correspondence addressed to the board as a whole, a
specific committee, or a specific board member c/o Joseph
Torrence, First Vice President, Human Resources, Chemical

" Financial Corporation, 333 E. Main Street, Midland,

Michigan 48640. All correspondence will be forwarded
directly to the applicable members of the board of directors.



Ownership of Chemical Financial Common Stock

Five Percent Shareholder

Listed below is the only shareholder of Chemical Financial known by management to have been the beneficial owner of more
than 5% of the outstanding shares of Chemical Financial common stock as of January 31, 2005. This entity is the Trust and

Investment Management Services department (Trust Department) of Chemical Bank:

Amount and Nature of Beneficial Ownership of
Common Stock"

Trust Department
333 E. Main Street
Midland, MI 48640%

Sole Voting Shared Voting Total
Name and Address of and Dispositive or Dispositive Beneficial Percent of
Beneficial Owner Power Power” Ownership Class
Chemical Bank and Trust Company 1,335,953 529,650 1,865,603 7.38%

Ownership of Chemical Financial Common Stock by Directors and Executive Officers

The following table sets forth information concerning the number of shares of Chemical Financial common stock held as of
January 31, 2005, by each of Chemical Financial’s directors and nominees for director, each of the named executive officers
who are included in the Summary Compensation Table, and all of Chemical Financial’s directors, nominees for director and

executive officers as a group:

Amount and Nature of Beneficial Ownership of
, Common Stock"
Shared
Sole Voting Voting or Stock Options Total
Name of and Dispositive Dispositive Exercisable in Beneficial Percent of

Beneficial Owner Power Power? 60 Days Ownership Class
G.E. Anderson 3,168 5,418 8,586

J. D. Bernson — 12,903 — 12,903 *
N. A. Bowman 2,040 — — 2,040 *,
J. A. Currie 114,049 16,894 — 130,943 *
M.L. Dow — 173,520 — 173,520% .

L. A. Gwizdala 673 36,508 18,189 55,370 *
T. T. Huff 46,211 — — 46,211 *

J. R. Milroy ‘ 8,513 16,158 8,583 33,254 *
T. F. Moore — 12,617 — 12,617 *
A. ]. Oliver 108,811 — —_ 108,811 *

E. P. Popoff 21,416 — — 21,416 *
D. B. Ramaker . 14,433 — 32,135 46,568 *

J. A. Reisner 12,765 3,682 12,712 29,159 *
D. L. Smith : 44,122 11,445 — 55,567 *
W. S. Stavropoulos 6,012 349,683" — 355,695 1.41%
J. E. Tomczyk . 691 1,056 1,555 3,302 *
All directors and executive 441,457 699,939 102,821 1,244,217 4.92%

officers as a group

*  Less than 1%.




(1)

2

The numbers of shares stated are based on information
furnished by each person listed and include shares
personally owned of record by that person and shares
that, under applicable regulations, are considered to be
otherwise beneficially owned by that person. Under
these regulations, a beneficial owner of a security
includes any person who, directly or indirectly, has or
shares voting power or dispositive power with respect
to the security. A person will also be considered the
‘beneficial owner of a security if the person has a right
to acquire beneficial ownership of the security within
60 days. Shares held in various fiduciary capacities
through the Trust Department of Chemical Bank are
not included unless otherwise indicated. Chemical
Financial and the direcrors and officers of Chemical
Financial and Chemical Bank disclaim beneficial
ownership of shares held by the Trust Department in
fiduciary capacities.

These numbers include shares over which the listed
person is legally entitled to share voting or dispositive
power by reason of joint ownership, trust, or other
contract or property right, and shares held by spouses
and children over whom the listed person may have
influence by reason of relationship. Shares held in
fiduciary capacities by the Trust Department of
Chemical Bank are not included unless otherwise
indicated. The directors and officers of Chemical
Financial may, by reason of their positions, be in a
position to influence the voting or disposition of shares

(3)

(4)

5)

(6)

held in trust by Chemical Bank to some degree, but
disclaim beneficial ownership of these shares.

These numbers consist of certain shares held in various
fiduciary capacities through the Trust Department of
Chemical Bank. Chemical Bank also holds in various
fiduciary capacities a total of 2,370,833 shares of
Chemical Financial common stock over which it does
not have voting or dispositive power and which are not
included in these numbers. Chemical Financial and the
directors and officers of Chemical Financial and
Chemical Bank disclaim beneficial ownership of shares
held by the Trust Department in a fiduciary capacity.

These numbers include 73,280 shares held by two trusts
as of January 31, 2005, of which Mr. Dow is a trustee.
Mr. Dow disclaims beneficial ownership of these shares.

These numbers include 349,683 shares owned by the
Rollin M. Gerstacker Foundation as .of January 31,
2005. Mr. Stavropoulos is a trustee of that foundation.
Mr. Stavropoulos has no beneficial interest in the shares
owned by the foundation and disclaims beneficial
ownership of these shares.

These numbers include all shares described in notes 4
and 5 above and 16,215 shares owned by a foundation
of which an executive officer of the Corporation is a
trustee. That executive officer has no beneficial interest
in the shares owned by the foundation and disclaims
beneficial ownership of these shares.




Sharcholder Return

The following line graph compares Chemical Financial’s cumulative total shareholder return on its common stock over the
last five years, assuming the reinvestment of dividends, to the Standard and Poor’s (referred to as “S&P”) 500 Stock Index

and the KBW 50 Index. Both of these indices are also based upon total return (including reinvestment of dividends) and are
market-capitalization-weighted indices. Thé S&P 500 Stock Index is a broad equity market index published by Standard and
Poor’s. The KBW 50 Index is published by Keefe, Bruyette & Woods, Inc., an investment banking firm that specializes in the

banking industry. The. KBW 50 Index is composed of 50 money center and regional bank holding companies. The line
graph assumes $100 was invested on December 31, 1999.
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The dollar values for total shareholder return plotted in the graph are shown in the table below:

S&P

Chemical 500

: Financial KBW 50 Stock
December 31 Corporation Index Index
1999 $100.0 $100.0 $100.0
2000 81.6 123.0 90.9
2001 115.1 118.0 80.1
2002 126.6 109.7 62.4
2003 155.4 147.0 80.3
2004 187.5 161.7 89.0




Executive Compensation

Summary of Executive Compensation

The following table shows information concerning the compensation earned from Chemical Financial or its subsidiaries
during each of the three years in the period ended December 31, 2004, by the Chief Executive Officer and each of Chemical
Financial’s four most highly compensated executive officers who served in positions other than Chief Executive Officer at
December 31, 2004. The positions listed in the table are those in which the applicable officer served at December 31, 2004.

SUMMARY COMPENSATION TABLE

Long-Term Compensation
Annual Compensation” Awards Payouts
Number of
Other Restricted  Shares
Name and Annual Stock  Underlying LTIP All Other
Principal Position Year Salary Bonus Compensation Awards  Options Payouts Compensation'”

David B. Ramaker 2004 $275,000 $90,150 15,750 $4,420
President and Chief 2003 250,000 75,150 8,400 4,315
Executive Officer of 2002 210,000 80,150 5,512 3,290
the Corporation

James R. Milroy 2004 $200,000 $60,150 8,400 $3,994
Executive Vice President, 2003 190,000 45,150 4,725 4,010
Chief Operating Officer 2002 180,000 55,150 3,858 3,810
and Secretary of the
Corporation

Lori A. Gwizdala 2004 $182,000 $60,150 8,400 $3,960
Executive Vice President, 2003 170,000 50,150 4,725 3,610
Chief Financial Officer 2002 155,000 55,150 3,858 3,310
and Treasurer of the
Corporation

John A. Reisner 2004 $151,500 $39,150 5,250 $3,946
President and Chief 2003 147,000 40,150 2,887 3,824
Executive Officer of 2002 142,000 40,150 2,756 3,742
Chemical Bank and Trust
Company

James E. Tomezyk 2004 $151,000 $35,150 5,250 $3,189
President and Chief 2003 147,000 29,150 2,887 2,761
Executive Officer of 2002 142,004 40,150 2,756 3,142
Chemical Bank Shoreline

(1) Includes compensation deferred under Chemical Financial’s 401(k) savings plan.

(2) The amounts set forth in the “All Other Compensation” column for 2004 represent matching contributions under the
401 (k) savings plan and insurance payments with respect to term life insurance. The 401(k) savings plan matching
contributions were as follows: Mr. Ramaker, $4,100; Mr. Milroy, $3,781; Ms. Gwizdala, $3,640; Mr. Reisner, $3,030;
and Mr. Tomczyk, $2,530. The insurance payments with respect to term life insurance were as follows: Mr. Ramaker,
$320; Mr. Milroy, $213; Ms. Gwizdala, $320; Mr. Reisner, $916; and Mr. Tomczyk, $659.



Option Grants and Values

The following tables provide information concerning stock options granted to and exercised by the named executive officers
during 2004 and unexercised options held as of December 31, 2004:

OPTION GRANTS IN LAST FISCAL YEAR

Individual Grants
Percent of
Total
Number of Options
Shares Granted to Exercise
Underlying Employees Price Grant Date
Options in Fiscal Der Expiration Present
Name Granted" Year Share® Date Value®
David B. Ramaker 15,750 8.34% $39.69 12/13/2014 $181,597
James R. Milroy 8,400 4.45 39.69 12/13/2014 96,852
Lori A. Gwizdala 8,400 4.45 39.69 12/13/2014 96,852
John A. Reisner 5,250 2.78 39.69 12/13/2014 60,532
James E. Tomczyk 5,250 2.78 39.69 12/13/2014 60,532

(1) The per share exercise price of each option is equal to the market value of Chemical Financial common stock on the date
each option was granted. Options were granted on December 13, 2004. The outstanding options were granted for a term
of 10 years. Options terminate, subject to certain limited exercise provisions, in the event of death, retirement or other
termination of employment. Options become exercisable twenty percent per year, beginning one year from the date of
grant. All options permit the option price to be paid by delivery of cash or other shares of Chemical Financial common
stock owned by the option holder, including shares acquired through the exercise of other options.

(2) Based on the Black-Scholes option pricing model. The actual value, if any, an option holder may realize will depend on
the excess of the stock price over the exercise price on the date the option is exercised. There is no assurance the value
realized by an option holder will be at or near the value estimated by the Black-Scholes model. The estimated values in
the table above were calculated using the Black-Scholes model based on assumptions that include:

* a stock price volatility factor of 32.7%, calculated using monthly stock prices for the seven years prior to the grant
date;

* an average risk-free rate of return of 3.14%;

* an expected average dividend yield of 2.50% (approximately the dividend yield at the date of the grant); and

* an expected average option holding period of 7 years, which approximates Chemical Financial’s historical experience.

No adjustments were made for the general non-transferability of the options or to reflect any risk of forfeiture before vesting.
Disclosure of grant date present value is presented pursuant to Securities and Exchange Commission regulations. Chemical

Financial’s use of the Black-Scholes model to indicate the present value of each grant is not an endorsement of this valuation
method.




AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Number of Number of Shares Value of Unexercised
Shares Underlying Unexercised In-the-Money

Acquired on Value Options at Fiscal Year-End Options at Fiscal Year-End®
Name Exercise™ Realized Exetcisable Unexercisable Exercisable Unexercisable
David B. Ramaker 1,851 $35,208 32,135 15,750 $413,006 $14,715
James R. Milroy 2,315 30,400 8,583 8,400 72,932 7,848
Lori A. Gwizdala 3,350 64,367 18,189 8,400 215,946 7,848
John A. Reisner 1,722 21,126 12,712 5,250 160,712 4,905
James E. Tomezyk — — 1,555 12,282 27,178 78,185

(1) The number of shares shown is the gross number of shares covered by options exercised. Officers may deliver other shares
owned in payment of the option price and shares may be withheld for tax withholding purposes, resulting in a smaller

net increase in their share holdings.

(2) The values reported are based on a fair market value of $40.62 per share, the closing bid price of Chemical Flnancml s
common stock on The Nasdaq Stock Market on December 31, 2004.

Stock Option Plans

The Chemical Financial Corporation 1987 Award and Stock
Option Plan and the Stock Incentive Plan of 1997 provide
for awards of nonqualified stock options, incentive stock
options, stock appreciation rights, or a combination thereof.

The 1997 plan was approved by the shareholders at the
April 21, 1997 annual meeting of shareholders. At the
April 20, 1992 annual meeting of sharcholders, the
shareholders voted to increase the authorized shares issuable
under the 1987 plan by 100,000 shares and extend the plan
to April 20, 1997. In addition, during 2001 and 2003
replacement options were exchanged for old stock options as
part of the Corporation’s bank acquisitions. As of
December 31, 2004, there were options outstanding to
purchase 626,015 shares of Chemical Financial’s common
stock and 173,718 shares available for future awards under
the 1997 plan.

Key employees of Chemical Financial and its subsidiaries, as
the Compensation Committee of the board of directors may
select from time to time, are eligible to receive awards under

the 1997 plan.

The plans provide that the option price of incentive stock
options awarded shall not be less than the fair market value
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of Chemical Financial’'s common stock on the date of grant.
Historically, options granted under the plans are first
exercisable from one to five years from the date of grant, at
the discretion of the Compensation Committee, and expire
not later than ten years and one day after the date of grant.
Options granted may be designated nonqualified stock
options or incentive stock options. Options granted may
include stock appreciation rights that entitle the recipient to
receive cash or a number of shares of common stock
without payment to Chemical Financial that have a market
value equal to the difference between the option price and
the market price of the total number of shares awarded
under the option at the time of exercise of the stock
appreciation right. The plans provide, at the discretion of
the Compensation Committee, that payment for exercise of
an option may be made in the form of shares of Chemical
Financial’s common stock having a fair market value equal
to the exercise price of the option at the time of exercise, or
in cash. The plans also provide for the payment of the
required tax withholding generated upon the exercise of a
nonqualified stock option in the form of shares of Chemical
Financial’s common stock having a fair market value equal
to the amount of the required tax withholding at the time
of exercise, upon prior approval and at the discretion of the
Compensation Committee.




PENSION PLAN TABLE

Years of Service

Average 30 or

Remuneration 10 15 20 25 more
$100,000 $15,200 $22,800 $30,400 $38,000 $45,600
150,000 22,800 34,200 45,600 57,000 68,400
200,000 30,400 45,600 60,800 76,000 91,200
250,000 38,000 57,000 76,000 95,000 114,000
300,000 45,600 68,400 91,200 114,000 136,800
350,000 53,200 79,800 106,400 133,000 159,600

Pension Plan

Chemical Financial and its subsidiaries make annual
contributions up to the maximum amount deductible for
federal income tax purposes to the Chemical Financial
Corporation Employees’ Pension Plan, which is a defined
benefit plan and is qualified for federal tax purposes.
Chemical Financial has the authority to terminate the
pension plan at any time. The Internal Revenue Code limits
the annual benefits that may be paid from a tax-qualified
retirement plan.

As permitted by the Employee Retirement Income Security
Act of 1974, Chemical Financial has established a
supplemental pension plan that provides for the payment to
certain executive officers of Chemical Financial, as
determined by the Compensation Committee, benefits to
which they would have been entitled, calculated under the
provisions of the pension plan, as if the limits imposed by
the Internal Revenue Code did not apply.

The table above shows the estimated combined annual
pension benefits that would be payable under the pension
plan and supplemental pension plan to salaried employees,
including the named executive officers, if they retire in 2005
at normal retirement age at the annual levels of average pay
and years of service indicated. “Average Remuneration” is
the average annual base salary, excluding any bonus, for the
five highest consecutive years during the ten years preceding
the date of retirement.

The pension plan covers the annual base salary of all salaried
employees as of January 1 of each year. Upon retirement at
age 65, a retiree will receive an annual benefit of 1.52% of

his or her average annual base salary for the five highest
consecutive years during the ten years preceding his or her
date of retirement, multiplied by the retiree’s number of
years of credited service (subject to a maximum of 30 years).
Benefits at retirement ages under 65 are also determined
based upon length of service and pay, as adjusted in
accordance with the pension plan. The pension plan
provides for vesting of benefits after attaining five years of
service, disability and death benefits, and optional joint and
survivor benefits for the employee and his or her spouse.

The amount shown under the caption “Salary,” excluding
the amount shown under the caption “Bonus,” in the
Summary Compensation Table in this proxy statement is
representative of the most recent calendar year compensation
used in calculating average pay under the pension plan.
With respect to credited years of service under the pension
plan, as of December 31, 2004, Mr. Ramaker had

15.2 years, Mr. Milroy had 14.8 years, Ms. Gwizdala had
20 years, Mr. Reisner had 25.4 years and Mr. Tomczyk had
5.8 years.

The retirement benefits shown in the Pension Plan Table are
based on the assumption that an employee retires in 2005 at
normal retirement age and will elect a benefit for his or her
life with 120 monthly payments guaranteed. If the employee
were to elect a benefit payable to a surviving spouse of 50%
or more of the employee’s retirement benefit or for the
employee’s life only, the retirement benefit for the employee
would be adjusted. The benefits listed in the Pension Plan
Table are not subject to a deduction for social security or
any other offset amount.




Compensation Committee Report on Executive Compensation

The Compensation Committee of Chemical Financial’s
board of directors reviews and determines Chemical
Financial’s compensation programs, including individual
salaries of executive and senior officers. The Compensation
Committee is composed of Mr. Popoff, Chairman,

Ms. Bowman and Messrs. Anderson, Bernson, Currie,
Moore, Oliver and Smith. All members are non-employee
directors of Chemical Financial and independent as defined

in the NASD listing standards.

Under the supervision of the Compensation Committee, .
Chemical Financial has developed and implemented
compensation plans that seek to align the financial interests
of Chemical Financial’s executive and senior officers with
those of its shareholders. Chemical Financial’s executive
compensation program is comprised of three primary
components: base salary, annual cash incentive bonus
opportunities and longer-term incentive opportunities in the
form of stock option awards.

To arttract and retain officers with exceptional abilities and
talent, annual base salaries are set to provide competitive
levels of compensation recognizing individual performance
and achievements. Annual cash incentive bonuses are used to
reward executive and senior officers for individual
petformance, accomplishments and achievement of annual
business targets. A portion of potential career compensation
is linked to corporate performance through stock option
awards.

The Compensation Committee determines the annual base
salary, incentive bonus and stock option awards for the
Chief Executive Officer. Annual base salary, incentive bonus
and stock option awards with respect to Chemical
Financial’s other executive and senior officers are
recommended by the Chief Executive Officer to, and
ultimately determined by, the Compensation Committee. All
other executive and senior officers of Chemical Financial are
eligible to participate in the same executive compensation
plans that are available to the Chief Executive Officer.

In evaluating the performance of and determining the
annual base salary, incentive bonus and stock option awards
for the Chief Executive Officer and other executive and
senior officers, the Compensation Committee takes into
account management’s contribution to the long-term success
of Chemical Financial. The Compensation Committee
considers return to shareholders to be primary in measuring
- financial performance. The philosophy of Chemical
Financial is to maximize long-term return to shareholders
consistent with its commitments to maintain the safety and
soundness of the institution and provide the highest possible
level of service at a fair price to the customers and
communities thar it serves. The Compensation Committee
has taken these subjective and qualitative factors into
account, along with quantitative measures of corporate

performance, in establishing the annual salary, incentive
bonus and stock option awards for the Chief Executive
Ofhicer and Chemical Financial’s other executive and senior
officers, giving at least equal weight to the subjective and
qualitative factors and no particular weight to any specific
factor. The determination of the size of stock option awards
is based upon a subjective analysis of each recipient’s
position within the organization, his or her individual
performance and his or her growth potential within the
organization. The number of stock option awards previously
granted to a recipient is not a factor considered in the
determination of the grant of a new stock option award.

The Compensation Committee primarily considers five
quantitative measures of corporate performance in
establishing the compensation to be paid to the Chief
Executive Officer and Chemical Financial’s other executive
and senior officers. These measures of performance are:

(i) earnings per share and earnings per share growth; (ii) the
level of net loan losses; (iii) capital position; (iv) targeted as
compared to actual annual operating performance; and

(v) Chemical Financial’s annual performance and financial
condition as compared to that of its Federal Reserve Bank
(FRB) bank holding company peer group. These measures
were considered by the Compensation Committee in
determining each component of executive compensation,
although no particular weight was given to any specific
factor.

Mr. Ramaker’s base salary for 2004 was established at the
beginning of the year to provide a competitive level of
compensation and took into account corporate performance
through December 31, 2003, Chemical Financial’s
performance during 2003 exceeded that of its FRB bank
holding company peer group.

Mr. Ramaker’s 2004 incentive bonus was established at the
end of the year based upon performance of Chemical
Financial during 2004. Chemical Financial achieved record
net income in 2004 of $56.7 million. In 2004, Chemical
Financial’s net income per share of $2.25 increased 0.9%
over 2003 net income per share. Return on assets was

1.47% in 2004, compared to 1.56% in 2003. Net loan
losses represented 0.11% of average loans in 2004, compared
to its FRB bank holding company peer group annualized
ratio as of September 30, 2004 of 0.67%.

In 1993, Congress amended the Internal Revenue Code to
add Section 162(m). Section 162(m) provides that publicly
held corporations may not deduct compensation paid to
certain executive officers in excess of $1 million annually,
with certain exemptions.

The Compensation Committee has examined Chemical
Financial’s executive compensation policies in light of
Section 162(m) and the regulations that have been adopted
to implement that section. It is not expected that any



portion of Chemical Financial’s deduction for employee
remuneration will be disallowed in 2005 or in future years
by reason of actions expected to be taken in 2005.

During 2004, all recommendations of the Compensation
Committee were unanimously approved by the board of
directors without modification.

Respectfully submitted,

Frank P. Popoff, Chairman
Gary E. Anderson

J. Daniel Bernson

Nancy Bowman

James A. Currie

Terence F. Moore

Aloysius ]. Oliver

Dan L. Smith




Audit Committee Report

The Audit Commirttee oversees the accounting and financial
reporting processes on behalf of the board of directors. The
Audit Committee operates pursuant to a written charter.
Management has the primary responsibility for the financial
statements and the reporting process, including the
application of accounting and financial principles, the
preparation, presentation and integrity of the financial
statements, the systems of internal controls and other
procedures designed to ensure compliance with accounting
standards and applicable laws and regulations. In fulfilling
its oversight responsibilities, the Audit Committee reviewed
the audited financial statements that are included in the
2004 annual report to sharcholders with management,
including a discussion of the quality, not just the
acceptability, of the accounting principles, the reasonableness
of significant judgments, and the clarity of disclosures in the
financial statements.

The Audit Committee reviewed with the independent
registered public accounting firm, who are responsible for
expressing an opinion on the conformity of those audited
financial statements with accounting principles generally
accepted in the United States, their judgments as to the
quality, not just the acceprability, of the accounting
principles and such other matters as are required to be
discussed with the Audit Committee under auditing
standards generally accepted in the United States. In
addition, the Audit Committee has discussed with the
independent registered public accounting firm the auditors’
independence from management and Chemical Financial,
and has received and discussed with the independent
registered public accounting firm the matters in the written
disclosures required by the Independence Standards Board
and as required under the Sarbanes-Oxley Act of 2002,
including considering the permissibility of nonaudit services
with the auditors’ independence.

15

The Audit Committee discussed with Chemical Financial’s
internal and independent registered public accounting firm
the overall scope and plans for their respective audits. The
Audit Committee met with the internal and independent
registered public accounting firm, with and without
management present, to discuss the results of their
examinations, their evaluations of the internal controls, and
the overall quality of the financial reporting. The Audit
Committee held six meetings during 2004.

In reliance on the reviews and discussions referred to above,
the Audit Committee recommended to the board of
directors (and the board approved) that the audited financial
statements for the year ended December 31, 2004 be
included in Chemical Financial’s Annual Report on

Form 10-K for the year ended December 31, 2004 to be
filed with the Securities and Exchange Commission. The
Audit Committee has also approved the selection of
Chemical Financial’s independent registered public
accounting firm for the year ending December 31, 2005.

Respectfully submitted,

Michael L. Dow, Co-Chairman
Terence F. Moore, Co-Chairman
Gary E. Anderson

J. Daniel Bernson

Nancy Bowman

James A. Currie

Thomas T. Huff

Frank P. Popoff

Dan L. Smith

William S. Stavropoulos




Related Matters

Section 16(a) Beneficial Ownership Reporting
Compliance

Section 16(a) of the Securities Exchange Act of 1934
requires directors and officers of Chemical Financial and
persons who beneficially own more than 10% of the
outstanding shares of Chemical Financial’s common stock to
file reports of beneficial ownership and changes in beneficial
ownership of shares of common stock with the Securities
and Exchange Commission. Securities and Exchange
Commission regulations require such persons to furnish
Chemical Financial with copies of all Section 16(a) reports
they file. Based solely on our review of the copies of such
reports received by us or written representations from certain
reporting persons that no Forms 5 were required for those
persons, we believe that all applicable Section 16(a)
reporting and filing requirements were satisfied by such
persons from January 1, 2004 through December 31, 2004.

Certain Relationships and Related Transactions

Directors, officers, principal shareholders and their associates
were customers of, and had transactions (including loans
and loan commitments) with, Chemical Financial’s bank
subsidiaries in the ordinary course of business during 2004.
All such loans and commitments were made on substantally
the same terms, including interest rates and collateral, as
those prevailing at the time for comparable transactions with
other persons and did not involve more than a normal risk
of collectibility or present other unfavorable features. Similar
transactions may be expected to take place in the ordinary
course of business in the future. None of these loan
relationships presently in effect are in default as of the date
of this proxy statement.

Dividend Reinvestment Program Shares (“Chemical
Invest Direct”)

If a shareholder is enrolled in Chemical Financial’s Dividend
Reinvestment Program (“Chemical Invest Direct”), the
enclosed proxy card covers: (1) all shares of Chemical
Financial’s common stock owned directly by the shareholder
at the record date, and (2) all shares of Chemical Financial’s
common stock held for the shareholder in Chemical Invest
Direct at that time. Computershare Investor Services, LLC,
as the shareholder’s agent under the program, will vote any
common stock held by it under the program in accordance
with the sharcholder’s written direction as indicated on the
proxy card. All such shares will be voted the way the
shareholder directs. If no specific instruction is given on a
returned proxy card, Computershare Investor Services, LLC
will vote as recommended by the board of directors.

Independent Registered Public Accounting Firm

Ernst & Young LLP served as the independent registered
public accounting firm for Chemical Financial for 2004 and
the Audit Committee has reappointed the firm for 2005. In
accordance with prior practice, representatives of Ernst &
Young LLP are expected to be present at the annual meeting
of shareholders on April 18, 2005, will have the opportunity
to make a statement if they desire to do so and are expected
1o be available to respond to appropriate questions.

A summary of the fees paid to Ernst & Young LLP during
each of the two calendar years ending December 31, 2004
follows.

2004 2003
Audit Fees"” $731,500  $387,500
Audic-Related Fees® 12,000 11,500
Tax Fees®™ 91,500 0
All Other Fees 0 0
$835,000  $399,000

(1) Audit of consolidated financial statements (2004 and
2003), procedures refated to the Federal Deposit
Insurance Corporation Improvement Act (2004 and
2003), quarterly review procedures for Forms 10-Q
(2004 and 2003), Federal Home Loan Bank procedures
{2003) and additional internal control testing (2004 and
2003). '

(2) Benefit plan audits (2004 and 2003), information
technology controls testing (2003).

(3) Tax consulting fees, federal and state (2004).

Shareholder Proposals

If you would like a proposal t be presented at the annual
meeting of shareholders in 2006 and if you would like your
proposal to be considered for inclusion in Chemical
Financial’s proxy statement and form of proxy relating to
that meeting, you must submit the proposal to Chemical
Financial in accordance with Securities and Exchange
Commission Rule 14a-8. Chemical Financial must receive
your proposal by November 16, 2005 for your proposal to
be eligible for inclusion in the proxy statement and form of
proxy relating to that meeting. To be considered timely, any
other proposal that you intend to present at the 2006
annual meeting of shareholders must similarly be received by
Chemical Financial by November 16, 2005.




Important Notice Regarding Delivery of
Shareholder Documents

As permitted by Securities and Exchange Commission rules,
only one copy of this proxy statement and the 2004 Annual
Report to Shareholders is being delivered to multiple
shareholders sharing the same address unless Chemical
Financial has received contrary instructions from one or
more of the shareholders who share the same address. We
will deliver on a one-time basis, promptly upon written or
verbal request from a shareholder at a shared address, a
separate copy of our proxy statement and the 2004 Annual
Report to Shareholders. Requests should be made to
Chemical Financial Corporation, Attn: Lori A. Gwizdala,
Chief Financial Officer, 333 E. Main Street, Midland,
Michigan 48640, telephone (989) 839-5350. Shareholders
sharing an address who are currently receiving multiple
copies of the proxy statement and annual report to
shareholders may instruct us to deliver a single copy of such
documents on an ongoing basis. Such instructions must be
in wridng, must be signed by each shareholder who is
currently receiving a separate copy of the documents, must
be addressed to Chemical Financial Corporation, Awn: Lori
A. Gwizdala, Chief Financial Officer, 333 E. Main Street,
Midland, Michigan 48640, and will continue in effect
unless and until we receive contrary instructions as provided
below. Any shareholder sharing an address may request to
receive and instruct us to send separate copies of the
proxy statement and annual report to sharcholders on an
ongoing basis by written or verbal request to Chemical
Financial Corporation, Attn: Lori A. Gwizdala, Chief
Financial Officer, 333 E. Main Street, Midland,
Michigan 48640, telephone (989) 839-5350, We will
begin sending separate copies of such documents within
thirty days of receipt of such instructions.
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Form 10-K Report Available

Chemical Financial’s Form 10-K Annual Report to the .
Securities and Exchange Commission, including financial
statements and financial statement schedules, will be
provided to you without charge upon written request.
Please direct your requests to Chemical Financial
Corporation, 333 E. Main Street, Midland,

Michigan 48640, Attn: Lori A. Gwizdala, Chief Financial
Officer. In addition, the Corporation’s Form 10-K
Annual Report to the Securities and Exchange
Commission will be available on the Corporation’s
internet website, www.chemicalbankmi.com in the
“Investor Information” section.

By Order of the Boafd of Directors

d/fwxs,éwé\

David B. Ramaker
President and Chief Executive Officer
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CHEMICAL FINANCIAL CORPORATION

This is Chemical Financial Corporation’s 2004 Annual
Report to Shareholders. Chemical Financial Corporation
(“Chemical” or the “Corporation”) is a diversified financial
services company providing a full range of commercial,
consumer, mortgage, trust, insurance and financial planning
services through three subsidiary state-chartered commercial
banks. Chemical served a broad customer base through

132 banking offices and 1 loan production office across

32 counties in the lower peninsula of Michigan as of

December 31, 2004.

The Corporation is headquartered in Midland, Michigan,
and had total assets of $3.76 billion at December 31, 2004.
In addition to its banking offices, the Corporation had

136 ATM locations, with 36 located off-bank premises. The
Corporation offers trust and investment services, including
financial and estate planning, retirement programs,
investment management and custodial services and employee
benefit programs through the Trust and Investment
Management Services department (Trust Department) of its
largest subsidiary bank. At December 31, 2004, the Trust
Department had assets under custodial and management
arrangements of $2.3 billion.

At year-end, the Corporation had 1,366 employees on a
full-time equivalent basis and approximately 5,400
shareholders of record.

Chemical Financial Corporation’s 2004 Annual Report to
Shareholders contains audited financial statements and a

detailed financial review. Although attached to our proxy
statement, this report is not part of our proxy statement, is
not deemed to be soliciting material, and is not deemed to
be filed with the Securities and Exchange Commission (the
“SEC™) except to the extent that it is expressly incorporated
by reference in a document filed with the SEC.

The 2004 Summary Annual Report accompanies the proxy
statement. This report presents information concerning the
business and financial resules of Chemical Financial
Corporation in a format and level of detail that we believe
our shareholders will find useful and informative.
Shareholders who would like to receive even more detailed
information than that contained in this 2004 Annual Report
to Shareholders are invited to request our Annual Report on
Form 10-K.

Our 2004 Annual Report on Form 10-K, as filed with
the SEC, including financial statements and financial
statement schedules will be provided to any shareholder,
without charge, upon written request to Chemical
Financial Corporation, Atn: Lori A. Gwizdala, Chief
Financial Officer, 333 E. Main Street, Midland,
Michigan 48640. The Annual Report on Form 10-K
will also be available via our internet website
www.chemicalbankmi.com in the “Investor
Information” section.




FIVE-YEAR SUMMARY OF SELECTED FINANCIAL DATA

Years Ended December 31

2004 2003 2002 2001 2000

Operating Results (In thousands)
Net interest income $147.634 $139,772 $145,692 $130,068 $114,908
Provision for loan losses 3,819 2,834 3,765 2,004 . 1,587
Noninterest income 39,329 39,094 34,534 31,873 25,495
Operating expenses 98,469 91,923 93,526 94,597 78,294
Net operating income!” 56,682 55,716 54,945 49,800 40,801
Net income 56,682 55,716 54,945 42,723 40,801
Per Share Data®
Net income

Basic $2.26 $2.24 $2.21 $1.72 $1.65

Diluted 2.25 223 2.20 1.72 1.64
Net operating income”

Basic 2.26 2.24 2.21 2.01 1.65

Diluted 225 2.23 2.20 2.00 1.64
Cash dividends declared and paid 1.01 95 87 83 76
Book value at end of period 19.26 18.33 17.30 15.69 14.45
Market value at end of period 40.62 34.66 29.13 27.30 20.09
Shares outstanding at end of period (In thousands)®® 25,169 24,991 24,868 24,822 24,772
At Year End (In thousands)
Assets $3,764,125  $3,708,888  $3,568,649  $3.488,306  $3,047,388
Loans 2,585,585 2,481,275 2,074,942 2,182,541 1,848,630
Deposits 2,863,473 2,967,236 2,847,272 2,789,524 2,443,155
Federal Home Loan Bank borrowings 284,996 155,373 157,393 167,893 116,806
Shareholders’ equity 484,836 458,049 430,339 389,456 357,910
Average Balances (In thousands)
Assets $3,856,036  $3,578,678  $3,538,599  $3,213,561  $3,000,505
Interest-earning assets 3,608,157 3,381,083 3,325,572 3,026,296 2,813,073
Loans 2,567,956 2,222,704 2,088,395 1,996,803 1,771,306
Deposits 2,976,150 2,868,180 2,825,975 2,582,480 2,431,954
Federal Home Loan Bank borrowings 280,769 151,183 162,332 132,103 107,215
Shareholders’ equity 472,226 439,178 406,762 369,829 340,181
Financial Ratios
Return on average assets — net income 1.47% 1.56% 1.55% 1.33% 1.36%
Return on average assets - net operating income™” 1.47 1.56 1.55 1.55 1.36
Return on average equity — net income 12.0 12.7 13.5 11.6 12.0
Return on average equity — net operating income” 12.0 12.7 13.5 13.5 12.0
Net interest margin 4.13 4.18 4.44 4.38 4.18
Efficiency ratio® 52.6 50.9 51.3 52.0 54.7
Average shareholders” equity to average assets 12.2 12.3 11.5 115 11.3
Cash dividends paid per share to diluted net income per

share 44.9 42.6 39.4 48.3 46.5
Tangible equity to assets 11.1 10.5 11.0 10.1 111
Total risk-based capital 17.5 16.6 18.6 17.4 211
Credit Quality Statistics
Allowance for loan losses to total loans 1.32% 1.34% 1.48% 1.42% 1.45%
Nonperforming loans as a percent of total loans 39 46 35 .60 47
Nonperforming assets as a percent of total assets 45 47 32 40 31
Net loans charged off as a percent of average loans q1 A5 20 .08 .05

(1) Net operating income differs from net income by excluding merger and restructuring expenses of $7.1 million, or $.28 diluted earnings per share, on an

after-tax basis incurred in 2001.
(2) Adjusted for stock dividends.

(3) Total operating expenses, excluding merger and restructuring expenses of $9.2 million in 2001, divided by the sum of net interest income (fully taxable

equivalent) and noninterest income.




MANAGEMENT’S DISCUSSION AND ANALYSIS

BUSINESS OF THE CORPORATION

The Corporation is a financial holding company with its
business concentrated in a single industry segment —
commercial banking. The Corporation, through its bank
subsidiaries, offers a full range of commercial banking
services. These banking services include accepting deposits,
business and personal checking accounts, savings and
individual retirement accounts, time deposit instruments,
electronically accessed banking products, residential and
commercial real estate financing, commercial lending,
consumer financing, debit cards, safe deposit box services,
money transfer services, automated teller machines, access to
insurance products and corporate and personal trust services.

The principal markets for the Corporation’s commercial
banking services are communities within Michigan in which
the Corporation’s subsidiaries are located and the areas
immediately surrounding these communities. As of
December 31, 2004, the Corporation operated three
subsidiary banks: Chemical Bank and Trust Company,
headquartered in Midland, Michigan; Chemical Bank
Shoreline, headquartered in Benton Harbor, Michigan; and
Chemical Bank West, headquartered in the Grand Rapids,
Michigan area. Together, they serve 89 communities through
132 banking offices and 1 loan production office located in
32 counties across Michigan’s lower peninsula. In addition
to its banking offices, the Corporation operated 136
automated teller machines, both on- and off-bank premises.

The principal source of revenue for the Corporation is
interest and fees on loans, which accounted for 67% of total
revenues in 2004, 65% of total revenues in 2003 and 63%
of total revenues in 2002. Interest on investment securities is
also a significant source of revenue, accounting for 15% of
total revenues in 2004, 17% of total revenues in 2003 and
21% of total revenues in 2002. Chemical Bank and

Trust Company, the Corporation’s largest subsidiary,
represented 38% of total loans and 45% of total deposits of
the Corporation at December 31, 2004. Business volumes
tend to be influenced by overall economic factors including
market interest rates, business and consumer spending, and
consumer confidence, as well as competitive conditions in
the marketplace.

FINANCIAL HIGHLIGHTS

The following discussion and analysis is intended to cover
the significant factors affecting the Corporation’s
consolidated statements of financial position and income
included in this report. It is designed to provide
shareholders with 2 more comprehensive review of the
consolidated operating results and financial position of the
Corporation than could be obtained from an examination of
the financial statements alone.

Application of Critical Accounting Policies

The Corporation’s consolidated financial statements are
prepared in accordance with United States generally accepted
accounting principles. Application of these principles
requires management to make estimates, assumptions, and
judgments that affect the amounts reported in the
consolidated financial statements and accompanying notes.
These estimartes, assumptions, and judgments are based on
information available as of the date of the financial
statements. As this information changes, the consolidated
financial statements could reflect different estimates,
assumptions, and judgments. Certain policies inherently
have a greater reliance on the use of estimates, assumptions,
and judgments and as such have a greater possibility of
producing results that could be materially different than
originally reported. Estimates, assumptions, and judgments
are necessary when assets and liabilities are required to be
recorded at fair value or when a decline in the value of an
asset not carried at fair value on the financial statements
warrants an impairment write-down or a valuation reserve to
be established. Carrying assets and liabilities at fair value
inherently results in more financial statement volatility. The
fair values and the information used to record valuation
adjustments for certain assets and liabilities are based either
on quoted matket prices or are provided by third-party
sources, when available. When third-party information is not
available, valuation adjustments are estimated by
management primarily through the use of internal
discounted cash flow analysis.

The most significant accounting policies followed by the
Corporation are presented in Note A to the consolidated
financial statements. These policies, along with the
disclosures presented in the other notes to the consolidated
financial statements and in “Management’s Discussion and
Analysis,” provide information on how significant assets and
liabilities are valued in the consolidated financial statements
and how those values are determined. Based on the
valuation techniques used and the sensitivity of financial
statement amounts to the methods, estimates and
assumptions underlying those amounts, management has
identified the determination of the allowance for loan losses,
pension benefit and postretirement benefit plan obligations
and related costs, real estate mortgage loan servicing rights,
and goodwill to be the accounting areas that require the
most subjective or complex judgments, and as such, could
be most subject to revision as new or additional information
becomes available or circumstances change, including overall
changes in the economic climate and/or market interest
rates.

The allowance for loan losses (allowance) represents
management’s estimate of credit losses inherent in the loan

continued on next page
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FINANCIAL HIGHLIGHTS (CONTINUED)

portfolio. Determining the amount of the allowance for loan
losses is considered a critical accounting estimate because it
requires significant judgment and the use of estimates related
to the amount and timing of expected cash flows on
impaired loans, estimated losses on commercial and real
estate commercial graded loans and on pools of
homogeneous loans based on historical loss experience, and
consideration of current economic trends and conditions, all
of which may be susceptible to significant change. It is
extremely difficult to precisely measure the amount of losses
that are probable in the Corporation’s loan portfolio. The
Corporation uses a rigorous process to attempt to accurately
quantify the necessary allowance and related provision for
loan losses, but there can be no assurance that the modeling
process will successfully identify all of the losses that are
probable in the loan portfolio. As a result, the Corporation
could record future provisions for loan losses that may be
significantly differenc than the levels that have been recorded
in the past three-year period. The loan portfolio also
represents the largest asset type on the consolidated
statements of financial position. Note A to the consolidated
financial statements describes the methodology used to
determine the allowance. In addition, a discussion of the
factors driving changes in the amount of the allowance is
included under the subheading “Provision and Allowance for
Loan Losses” in “Management’s Discussion and Analysis.”

The Corporation’s pension benefit and postretirement
benefit obligations and related costs are calculated using
actuarial concepts and measurements. Two critical
assumptions, the discount rate and the expected rerurn on
plan assets, are important elements of expense/liabilicy
measurements. We evaluate these critical assumptions
annually. Other assumptions involve employee demographic
factors such as retirement patterns, mortality, turnover and
the rate of compensation increase. There are uncertainties
associated with the underlying critical assumptions, and the
potential exists for significant, and possibly material, impacts
on either the results of operations or cash flows (e.g.,
additional pension and postretirement medical benefits
expense and/or additional pension plan funding, whether
expected or required) from changes in the critical
assumptions. If we were to determine that more conservative
assumptions were necessary, pension and postretirement
benefit costs would likely increase and have a negative
impact on results of operations in the period in which the
increase occurred. Further explanations describing the basis
and methods of the development of the critical assumptions
are included in Notes A and H to the consolidated financial
statements.

At December 31, 2004, the Corporation had approximately

$3.2 million of real estate mortgage loan servicing rights

capitalized on the consolidated statements of financial
position. The two critical assumptions involved in
establishing the value of this asset are the estimated future
prepayment speeds on the underlying real estate mortgage
loans and the interest rate used to discount the net cash
flows from the real estate mortgage loan portfolio being
serviced. Other assumptions include the estimated amount
of ancillary income that will be received in the future (such
as late fees) and the estimated cost to service the real estate
moregage loans. The Corporation utilizes a chird-party
modeling software program to value mortgage servicing
rights. The Corporation believes the assumptions utilized in
the valuation are reasonable based upon market interest rates
and accepted industry practices for valuing mortgage
servicing rights and represent neither the most conservative
nor the most aggressive assumptions.

At December 31, 2004, the Corporation had $63.3 million
of goodwill recorded on the consolidated statements of
financial position. Under Statement of Financial Accounting
Standards No. 142 “Goodwill and Other Intangible Assets”
(SFAS 142), amortization of goodwill ceased, and instead
goodwill must be tested annually for impairment. Goodwill
increased $35.4 million during 2003 from the acquisition of
Caledonia Financial Corporation. The Corporation’s
goodwill impairment review is performed annually by
management and additionally assessed by an independent
third-party appraisal firm utilizing the mechodology and
guidelines established in SFAS 142. This methodology
involves assumptions regarding the valuation of the
Corporation’s bank subsidiaries that contain the acquired
entities that resulted in the recording of goodwill, The
Corporation believes that the assumptions utilized are
reasonable and even utilizing more conservative assumptions
on the valuation would not presently result in impairment
in the amount of goodwill that has been recorded. However,
the Corporation may incur impairment charges related to
goodwill in the future due to changes in business prospects
or other matters that could affect the valuation assumptions.

Mergers and Acquisitions

The Corporation’s primary method of expansion into new
banking markets has been through acquisitions of other
financial institutions and bank branches. During the three
years ended December 31, 2004, the Corporation completed
the following acquisition:

The Corporation acquired Caledonia Financial Corporation
(Caledonia), a one-bank holding company headquartered in
Caledonia, Michigan, on December 1, 2003. As of that
date, Caledonia had total assets of $211 million, net loans
of $184 million, total deposits of $171 million and
shareholders’ equity of $22.3 million. Shareholders of
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Caledonia received $39.00 cash for each share of Caledonia Dutton, Middleville and Kalamazoo, Michigan, as a separate

common stock in a taxable transaction. The total value of subsidiary until June 2004. At that time, the Corporation
the transaction was approximately $56.8 million, of which restructured the State Bank of Caledonia into two of the
$52.3 million was paid in cash and $4.5 million represented Corporation’s three existing bank subsidiaries. The branches
the value of stock options. The purchase price represented a in Caledonia, Middleville and Dutton became part of
premium over book value of $34.5 million. The acquisition Chemical Bank West, headquartered in the Grand Rapids
was accounted for by the purchase method of accounting. area, and the Kalamazoo branch became a part of Chemical
Therefore, the financial results of the acquired operation Bank Shoreline, headquartered in Benton Harbor.

were included from the acquisition date, with no

restatement of prior period amounts.

On September 30, 2003, the Corporation consolidated CFC
Data Corp, its wholly-owned data processing subsidiary, into

The Corporation operated Caledonia’s bank subsidiary, State  the parent. The data processing operations are primarily

Bank of Caledonia, with branch offices in Caledonia,

performed for the Corporation’s bank subsidiaries.

TABLE 1. FIVE-YEAR INCOME STATEMENT - TAX EQUIVALENT BASIS* — AS A PERCENTAGE OF AVERAGE TOTAL ASSETS

Years Ended December 31

2004 2003 2002 2001 2000
INTEREST INCOME
Interest and fees on loans 3.97% 4.06% 4.41% 5.05% 4.93%
Interest on investment securities 94 1.13 1.53 1.69 1.93
Interest on short-term investments - 04 .03 .08 .16 26
TOTAL INTEREST INCOME 4,95 5.22 6.02 6.90 7.12
INTEREST EXPENSE
Interest on deposits .80 1.02 1.57 2.47 2.84
Interest on FHLB borrowings 27 23 25 23 22
Interest on other borrowings — short-term .01 02 .03 .08 14
TOTAL INTEREST EXPENSE 1.08 1.27 1.85 2.78 3.20
NET INTEREST INCOME 3.87 3.95 4.17 4.12 3.92
Provision for loan losses 10 .08 A1 .06 05
NONINTEREST INCOME
Service charges and fees 67 .66 .60 .55 .54
Truse services revenue 19 .19 .18 .20 .23
Mortgage banking revenue 09 .19 21 .20 06
Other .07 .06 (.01 .04 02
TOTAL NONINTEREST INCOME 1.02 - 1.10 .98 .99 .85
OPERATING EXPENSES
Salaries, wages and benefits 1.49 1.52 1.53 1.50 1.52
Occupancy 24 22 21 21 21
Equipment 23 22 .24 24 21
Merger and restructuring expenses - - - 29 -
Other .59 61 .66 .70 67
TOTAL OPERATING EXPENSES 2.55 2.57 2.64 2.94 2.61
INCOME BEFORE INCOME TAXES 2.24 2.40 2.40 2.11 2.11
Federal income taxes 73 79 .79 .70 .66
Tax equivalent adjustment 04 05 06 .08 .09
NET INCOME 1.47% 1.56% 1.55% 1.33% 1.36%

AVERAGE TOTAL ASSETS - In thousands

$3,856,036  $3,578,678 $3,538,599 $3,213,561 $3,000,505

* Taxable equivalent basis using a federal income tax rate of 35%.

continued on next page
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FINANCIAL HIGHLIGHTS (CONTINUED)

Net Income

Net income in 2004 was $56.7 million, or $2.25 per
diluted share, compared to net income of $55.7 million, or
$2.23 per diluted share, in 2003. Net income in 2004
represented a 1.7% increase over 2003 net income, while
2003 net income represented a 1.4% increase over 2002 net
income.

The Corporation’s return on average assets was 1.47% in
2004, 1.56% in 2003 and 1.55% in 2002. The
Corporation’s return on average shareholders’ equity was
12.0% in 2004, 12.7% in 2003 and 13.5% in 2002.

The Corporation defined net operating income in 2001 as
net income before the impact of the merger and
restructuring expenses of $7.1 million on an after-tax basis.
Net operating income in 2001 was $49.8 million, or $2.00
per diluted share. There was no difference between net
income and net operating income in 2004, 2003, 2002 and
2000. Net income per share has increased at an average
annual compound rate of 6.9% during the five-year period
ended December 31, 2004,

Deposits

The Corporation’s average deposit balances and average rates
paid on deposits for the past three years are included in
Table 2. Average total deposits were $108 million, or 3.8%,
higher in 2004 as compared to 2003. The increase in
average deposits in 2004, compared to 2003, was
attributable to the Caledonia acquisition that was completed
on December 1, 2003. This acquisition added $171 million
in deposits as of the acquisition date. The increase in
average deposits attributable to the acquisition was partially
offset by a decline in both brokered and retail deposits
during 2004. The Corporation had $10 million and

$49 million of brokered deposits as of December 31, 2004
and December 31, 2003, respectively. Brokered deposits,
primarily acquired in the Caledonia acquisition, declined
$39 million during 2004 as the Corporation had sufficient
liquidity to fund loan growth and did not need to renew
this source of funding during the year. As of December 31,
2004, the Corporation held approximately $10 million in
brokered deposits. The remainder of the decline was
attributable to a modest decline in core retail deposits.
Average total deposits were $42 million, or 1.5%, higher in
2003 as compared to 2002.

It is the Corporation’s strategy to develop customer
relationships that will drive core deposit growth and
stability. The Corporation has historically gathered deposits

from the local markets of its bank subsidiaries.

The growth of the Corporation’s deposits is impacted by
competition from other investment products, such as
brokerage accounts, mutual funds and various annuity
products. These investment products are sold by a wide
spectrum of organizations, such as brokerage and insurance
companies, as well as by financial institutions. The
Corporation also competes with credit unions in most of its
markets. These institutions are challenging competitors, as
credit unions are exempt from federal income taxes.

In response to the competition for other investment
products, the Corporation’s subsidiary banks, through “CFC
Investment Centers,” offer a wide array of mutual funds,
annuity products and market securities through an alliance
with PrimeVest Financial Services. During 2004 and 2003,
customers purchased $52.2 million and $47.7 million,
respectively, of annuity and mutual fund investments
through CFC Investment Centers,

Assets

Average assets were $3.856 billion during 2004, an increase
of $277 million, or 7.7%, over average assets during 2003
of $3.579 billion. The increase in average assets during 2004
was attributable to the Caledonia acquisition and a Federal
Home Loan Bank borrowing transaction. The Caledonia
acquisition was completed on December 1, 2003 and added
$211 million in total assets as of the acquisition date.
During the first quarter of 2004, the Corporation borrowed
$150 million from the Federal Home Loan Bank and
invested the proceeds in mortgage-backed securities. These
increases were partially offset by a decline in investment
securities that resulted from a decrease in total deposits.
Average assets increased $40 million, or 1.1%, during 2003
over average assets of $3.539 billion in 2002.

Cash Dividends

The Corporation’s annual cash dividends per share over the
past five years, adjusted for all stock dividends, were as
follows:

2004
$1.01

2000
$0.76

2003
$0.95

2002 2001
$0.87  $0.83

Annual Dividend

During 2004, cash dividends per share of $1.01 were up 6%
over cash dividends per share in 2003 of $0.95.

The Corporation has paid regular cash dividends every
quarter since it began operating as a bank holding company
in 1974, The compound annual growth rate of the
Corporation’s cash dividends per share over the past five-
and ten-year periods ended December 31, 2004 was 7.9%
and 11.7%, respectively. The earnings of the Corporation’s
subsidiaries are the principal source of funds to pay cash
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TABLE 2. AVERAGE BALANCES, TAX EQUIVALENT INTEREST AND EFFECTIVE YIELDS AND RATES* (Dollars in thousands)

Years Ended December 31

2004 2003 2002
Tax Effective Tax Effective Tax Effective
Average  Equivalent  Yield/ Average  Equivalent  Yield/ Average  Equivalent  Yield/
Balance Interest Rate Balance Interest Rate Balance Interest Rate
ASSETS
Interest-earning Assets:
Loans™* $2,567,956  $152,993 5.96% $2,222,704 $145,212 6.53% $2,088,395 $156,270 7.48%
Taxable investment securities 899,085 33,124 3.68 1,026,318 36,700 3.58 1,011,783 49,554 4.90
Non-taxable investment securities 42,779 3,187 7.45 47,547 3,806 8.00 55,144 4,566 8.28
Federal funds sold 83,871 1,077 1.28 68,796 749 1.09 121,200 2,000 1.65
Interest-bearing deposits with unaffiliated
banks 14,466 411 2.84 15,718 235 1.50 49,050 776 1.58
Tortal incerest-earning assets 3,608,157 190,792 5.29 3,381,083 186,702 5.52 3,325,572 213,166 641
Less: Allowance for loan losses 33,663 30,893 31,098
Other Assets:
Cash and due from banks 110,017 106,288 121,499
Premises and equipment 48,071 43,815 43,104
Accrued income and other assets 123,454 78,385 79,522
Tortal Assets $3,856,036 $3,578,678 $3,538,599
LIABILITIES AND SHAREHOLDERS EQUITY
Interest-bearing Liabilities:
Interest-bearing demand deposits $ 542,211 $ 2,163 40% §$ 505278 $ 1,902 38% § 492,824 § 4,594 .93%
Savings deposits 1,005,728 6,914 .69 953,741 8,098 .85 848,908 13,538 1.59
Time deposits 884,291 21,664 2.45 919,221 26,345 2.87 1,035,506 37,404 3,61
Other borrowings — short term 90,016 582 .65 86,604 539 .62 108,469 968 .89
Federal Home Loan Bank borrowings 280,769 10,293 3.67 151,183 8,381 5.54 162,332 8,848 5.45
Total interest-bearing liabilities 2,803,015 41,616 1.48 2,616,027 45,265 1.73 2,648,039 65,352 2.47
Noninterest-bearing deposits 543,920 489,940 448,737
Total deposits and borrowed funds 3,346,935 3,105,967 3,096,776
Accrued expenses and other liabilities 36,875 33,533 35,061
Shareholders’ equity 472,226 439,178 406,762
Total Liabilities and Shareholders’ Equity $3,856,036 $3,578,678 $3,538,599
Net Interest Spread (Average yield earned
minus average rate paid) 3.81% 3.79% 3.94%
Net Interest Income (FTE) $149,176 $141,437 $147,814
Net Interest Margin
(Net interest income (FTE)/total average
interest-earning assets) 4.13% 4.18% 4.44%

* Taxable equivalent basis using a federal income tax rate of 35%.

** Nonaccrual loans are included in average balances reported and are included in the calculation of yields.

dividends to shareholders. Cash dividends are dependent
upon the earnings of the Corporation’s subsidiaries, as well
as capital requirements, regulatory restraints and other
factors affecting each of the Corporation’s subsidiary banks.

NET INTEREST INCOME

Interest income is the total amount earned on funds
invested in loans, investment securities, other interest-bearing
deposits and federal funds sold. Interest expense is the
amount of interest paid on interest-bearing checking and
savings accounts, time deposits, other borrowings — short
term and Federal Home Loan Bank borrowings. Net interest
income, on a fully taxable equivalent (FTE) basis, is the
difference between interest income and interest expense
adjusted for the tax benefit received on tax-exempt
commercial loans and investment securities. Net interest
margin is calculated by dividing net interest income (FTE)

by average interest-earning assets. Net interest spread is the
difference berween the average yield on interest-earning
assets and the average cost of interest-bearing liabilities.
Because noninterest-bearing sources of funds, or free funds
(principally demand deposits and shareholders’ equity) also
support earning assets, the net interest margin exceeds the
net interest spread.

Net interest income is influenced by a variety of factors,
including changes in the volume of interest-carning assets,
changes in the mix of interest-earning assets and interest-
bearing liabilities, the proportion of interest-earning assets
that are funded by noninterest-bearing liabilities (dermand
deposits) and equity capital, market rates of interest which
are impacted by the national economy, monetary policies of
the Federal Reserve Board, and variations in interest
sensitivity between interest-earning assets and interest-
bearing liabilities. Some of these factors are controlled to a
certain extent by management policies and actions.

continued on next page
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TABLE 3. VOLUME AND RATE VARIANCE ANALYSIS* (In thousands)

2004 Compared to 2003
Increase (Decrease)

2003 Compared to 2002
Increase (Decrease)

Due to Changes in Combined Due to Changes in Combined
Average Average Increase Average Average Increase
Volume Yield/Rate (Decrease) Volume Yield/Rate (Decrease)
CHANGES IN INTEREST INCOME ON
INTEREST-EARNING ASSETS:
Loans $21,041 $(13,260) $ 7,781 $ 9,820 $(20,878) $(11,058)
Taxable investment securities (4,673) 1,097 (3,576) 545 (13,399) (12,854)
Non-taxable investment securities (372) (247) 619) (611) (149) (760}
Federal funds sold 182 146 328 (701) (550) (1,251)
Interest-bearing deposits with unaffiliated
banks (20) 196 176 (504) (37) (541)
Total change in interest income on interest-
earning assets 16,158 (12,068) 4,090 8,549 (35,013) (26,464)
CHANGES IN INTEREST EXPENSE ON
INTEREST-BEARING LIABILITIES:
Interest-bearing demand deposits 152 109 261 112 (2,804) (2,692)
Savings deposits 419 (1,603) (1,184) 1,494 (6,934) (5,440)
Time deposits (981) (3,700) (4,681) (3,914) (7,145) (11,059
Orher borrowings — short term 19 24 43 (171) (258) (429)
Federal Home Loan Bank borrowings 5,412 (3,500) 1,912 (612) 145 (467)
Total change in interest expense on
interest-bearing liabilities 5,021 (8,670) (3,649) (3,091) (16,996) (20,087)
TOTAL INCREASE (DECREASE) IN NET
INTEREST INCOME (FTE) $11,137 $ (3,398) $ 7,739 $11,640 $(18,017) $ (6,377)

* Taxable equivalent basis using a federal income tax rate of 35%.

NET INTEREST INCOME (CONTINUED)

However, conditions beyond management’s control also have
an impact on changes in net interest income. These
conditions include changes in market interest rates, the
strength of credit demand by customers, competition from
other financial institutions, the growth of deposit accounts
at non-bank financial competitors and the continued growth
in equity, mutual fund and annuity investments.
Management monitors the Corporation’s consolidated
statement of financial position to reduce the potential
adverse impact on net interest income caused by significant
changes in interest rates. The Corporation’s policies in this
regard are further discussed under the subheading “Market
Risk.”

Table 2 presents, for 2004, 2003 and 2002, average daily
balances of the Corporation’s major categories of assets and
liabilities, interest income and expense on a fully taxable
equivalent (FTE) basis, average interest rates earned and
paid on the assets and liabilities, net interest income (FTE),
net interest spread and net interest margin.

Table 3 allocates the dollar change in net interest income
(FTE) berween the portion attributable to changes in the
average volume of interest-earning assets and interest-bearing
liabilities, including changes in the mix of assets and
liabilities, and changes in average interest rates earned and

paid.

Net interest income (FTE) in 2004 was $149.18 million, an
increase of $7.74 million or 5.5% over 2003 net interest

income (FTE) of $141.44 million. Net interest income was
positively impacted in 2004 by an increase in average
interest-earning assets from the Caledonia acquisition and a
Federal Home Loan Bank (FHLB) borrowing transaction.

The effects of the increase in interest-earning assets
attributable to the Caledonia transaction accounted for the
majority of the increase in net interest income in 2004. In
addition, the Corporation estimated that the net effect of
the investment of the proceeds from a $150 million
borrowing from the FHLB added approximately

$1.7 million to net interest income in 2004. The
Corporation borrowed $150 million from the FHLB during
January 2004, at a weighted average life of 1.6 years and a
weighted average interest rate of 1.85%. The proceeds of the
borrowing were invested approximately equally in five- and
seven-year balloon type mortgage-backed investment
securities, with a projected weighted average life of

3.03 years, a projected duration of 2.75 years, and a
projected weighted average yield of 3.40% at the investment
date. The borrowing transaction was done to increase
interest-earning assets of the Corporation, as a means to
partially offset the impact of the lack of growth in core
deposits and the continued low interest rates on net interest
income, and anticipated significantly lower mortgage
banking revenue. The borrowing transaction had the net
effect of increasing net interest income in 2004, while the
impact on net interest margin was estimated to have a net
effect of a decrease of approximately twelve basis points. Net
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interest income was also positively impacted by a change in
the mix of interest-earning assets, as total loans were up
$104.3 million, or 4.29% during the year. These items were
partially offset by the impact of a reduction in
interest-earning assets resulting from a $103.8 million, or
3.5% decrease in total deposits during 2004.

During 2004, short-term interest rates remained constant
until June 30 when the Federal Open Market Committee
(FOMC) increased the Discount and Federal Funds rates by
25 basis points. The FOMC increased these rates by 25
basis points four more times during 2004, resulting in equal
increases each time in the prime rate. Accordingly, the
prime rate was 4.00% on January 1, 2004 and 5.25% on
December 31, 2004. While short-term interest rates
gradually increased during the second half of 2004, long-
term interest rates remained relatively flar during the entire
year. The ten-year U.S. Treasury note, which is used to
price both 15- and 30-year residential mortgage loans, was
4.27% at the end of 2003 and 4.24% art the end of 2004,
Consequently, the interest yield curve flattened during the
second half of 2004. The combination of the historically
low interest rate environment during the first six months of
2004 and increased competition for loans resulted in a 57
basis point reduction in the average yield on loans in 2004,
compared to 2003. The average yield on loans was 5.96%
in 2004, compared to 6.53% in 2003. The reduction in the
average yield on loans and the impact of the $150 million
borrowing transaction resulted in a 23 basis point reduction
in the overall average yield on average interest-earning assets
in 2004 to 5.29% from 5.52% in 2003. The historically
low interest rate environment throughout all of 2003 and
the first six months of 2004, resulted in a 25 basis point
reduction in the average cost of deposits and borrowed
funds in 2004, compared to the prior year. The average cost
of deposits and borrowed funds was 1.48% in 2004,
compared to 1.73% in 2003. The net result was a five basis
point decrease in net interest margin in 2004 to 4.13%
from 4.18% in 2003.

During 2003, short-term interest rates remained constant
und] June when the FOMC lowered the Discount and
Federal Funds rates by 25 basis points, resulting in an equal
reduction in the prime rate. Accordingly, the prime rate was
4.25% on January 1, 2003 and 4.00% on December 31,
2003. The net effect of the continued low interest rate
environment decreased net interest margin and net interest
spread in 2003 compared to 2002. Net interest margin for
2003 was 4.18%, compared to 4.44% in 2002. Net interest
spread for 2003 was 3.79%, compared to 3.94% for 2002.
The decrease in these year-over-year ratios was due to the
reduction in the average yield of the Corporation’s loans
and investments exceeding the reduction in the average cost
of its deposits and borrowings.

Net interest income (FTE) in 2003 was $141.44 million,
down $6.37 million, or 4.3%, from 2002 net interest
income (FTE) of $147.81 million. The most significant
factor causing a decrease in the Corporation’s net interest
income in 2003 was an overall decrease in the yields of the
loan and investment portfolios. Loan yields declined 95
basis points and investment securities yields declined 132
basis points in 2003, compared to 2002. In addidon to the
repricing downward of variable interest rate loans and new
loans being priced lower than existing portfolio loans, the
lower interest rate environment also motivated customers to

_ refinance fixed interest rate loans, particularly in the

residential real estate market where there are no prepayment
penalties. Likewise, the lower interest rate environment
motivated commercial real estate customers to renegotiate
lower interest rates on fixed interest rate loans, whether or
not prepayment penalties were assessable. Investment
securities yields declined due to both prepayments of
mortgage-backed securities and scheduled maturidies.
Consequently, interest income during 2003 declined

$20.9 million due to the reduction in the average yield of
the loan portfolio and $13.4 million due to the reduction in
the average yield of the investment portfolio. Overall in
2003, the rates paid on interest-bearing liabilities declined
74 basis points, while the yield on interest-earning assets
declined 89 basis points, which resulted in an $18.0 million
decrease to net interest income (FTE). The overall decrease
in net interest income (FTE) attributable to changes in
interest rates was partially offset by an $11.6 million
increase in net interest income (FTE) attributable to the
growth in average interest-earning assets and a change in the
composition of both assets and liabilities.

LOANS

The Corporation’s bank subsidiaries are full-service
community banks and, therefore, the acceptance and
management of credit risk is an integral part of the
Corporation’s business. The Corporation maintains
conservative loan policies and credit underwriting standards.
These standards include the granting of loans generally only
within the Corporation’s market areas. The Corporation’s
lending markets generally consist of small communities
across the middle to southern and western sections of the
lower peninsula of Michigan. The Corporation has no
foreign loans or any loans to finance highly leveraged
transactions. The Corporation’s lending philosophy is
implemented through strong administrative and reporting
controls at the subsidiary bank level, with additional
oversight at the parent company level. The Corporation
maintains a centralized independent loan review function at
the parent company level, which monitors asset quality at
each of the Corporation’s subsidiary banks.

continued on next page
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TABLE 4. SUMMARY OF LOANS AND LOAN LOSS EXPERIENCE (Dollars in thousands)
Years Ended December 31

2004 2003 2002 2001 2000
Distribution of Loans: i
Commercial $ 468,970 $ 405,929 $ 327,438 $ 332,055 $ 287,971
Real estate construction 120,900 138,280 108,589 137,500 87,419
Real estate commercial 697,779 628,815 481,084 432,747 313,245
Real estate residential 760,834 767,199 648,042 769,272 776,545
Consumer 537,102 541,052 509,789 510,967 383,450
Total loans $2,585,585 $2,481,275 $2,074,942 $2,182,541 $1,848,630
Summary of Changes in the Allowance for Loan Losses:
Allowance for loan losses at beginning of year $ 33179 $ 30672 $ 30994 $§ 26883 § 26,174
Loans charged off:
Commercial (1,270} (2,002) (2,345) (544) (326)
Real estate construction - - (107) - -
Real estate commercial (88) (40) - (55) (5)
Real estate residential (430) (102) (164) (108) {155)
Consumer (2,175) (1,927) (2,214) (1,427) (1,024)
Total loan charge-offs (3,963) (4,071) (4,830) (2,134) (1,510)
Recoveries of loans previously charged-off:
Commercial 464 174 329 195 234
Real estate construction - - - - _
Real estate commercial 7 7 17 10 10
Real estate residential 105 38 18 23 21
Consumer ’ 555 500 379 251 367
Total loan recoveries 1,131 719 743 479 632
Net loan charge-offs (2,832) {3,352) (4,087) (1,659) (878)
Provision for loan losses 3,819 2,834 3,765 2,004 1,587
Allowance of banks/branches acquired - 3,025 - 3,762 -
Allowance for loan losses at year-end $ 34,166 $ 33179 $ 30672 § 30994 § 26,883

Ratio of net charge-offs during the year to average loans
outstanding 11% .15% .20% .08% 05%

Ratio of allowance for loan losses at year-end to total
loans outstanding at year-end

1.32% 1.34% 1.48% 1.42% 1.45%

LOANS (CONTINUED)

The Corporation experiences competition for commercial
loans primarily from larger regional banks located both
within and outside of the Corporation’s market areas, and
from other community banks located within the

portfolio is reasonably sheltered from material adverse local
economic impact.

Table 4 includes che composition of the Corporation’s loan

Corporation’s lending markets. The Corporation’s
competition for residential real estate loans primarily
includes community banks, larger regional banks, savings
associations, credit unions and mortgage companies. The
competition for residential real estate loans has increased
over the last few years as mortgage lending companies have
expanded their sales and marketing efforts. The Corporation
expetiences competition for consumer loans mostly from
captive automobile finance companies, larger regional banks,
community banks and local credit unions. The
Corporation’s loan portfolio is generally diversified
geographically within Michigan, as well as along industry
lines and, therefore, the Corporation believes that its loan

portfolio, by major loan category, as of December 31, 2004,
2003, 2002, 2001 and 2000.

Total loans at December 31, 2004 were $2.59 billion, an
increase of $104.3 million, or 4.2%, over total loans at
December 31, 2003. The Corporation achieved an increase
in commercial and real estate commercial loan categories in
2004, while residential real estate mortgage and consumer
loans decreased slightly. Excluding the Caledonia acquisition,
total loans increased $222 million, or 10.7%, during 2003.
The Corporation achieved increases in all loan categories

during 2003.
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TABLE 5. COMPARISON OF LOAN MATURITIES AND INTEREST SENSITIVITY (Dollars in thousands)

December 31, 2004

December 31, 2003

Due In Due In

1 Year l1to5 Over 5 1 Year ltw5 Over 5

or Less Years Years Total or Less Years Years Total
Loan Maturities:
Commercial $229,694  $206,245 $ 33,031 $ 468,970  $200,575  §$183,329  $22,025 $ 405,929
Real estate construction 56,746 36,598 27,556 120,900 82,494 46,785 9,001 138,280
Real estate commercial 79,912 566,486 51,381 697,779 92,254 477,727 58,834 628,815
Total $366,352  $809,320  $111,968  $1,287,649  $375,323  $707,841  $89,860  $1,173,024
Percent of Total 28% 63% 9% 100% 32% 60% 8% 100%

December 31, 2004

December 31, 2003

Amount Percent Amount Percent

Interest Sensitivity:
Above loans maturing

after one year which

have:

Fixed interest rates $664,968 72% $671,881 84%

Variable interest rates 256,329 28 125,820 16
Total $921,297 100% $797,701 100%

Real estate loans include real estate construction loans, real
estate commercial loans and residential real estate loans. At
December 31, 2004 and 2003, real estate loans totaled
$1.58 billion and $1.53 billion, respectively. Real estate
loans increased $45 million, or 2.9%, in 2004. Real estate
loans as a percentage of total loans at December 31, 2004,
2003 and 2002 were 61.1%, 61.8% and 59.7%,
respectively.

Real estate construction loans are originated for both
business and residential properties. These loans generally
convert to a real estate loan at the completion of the
construction period. Real estate construction loans were
$120.9 million at December 31, 2004, a decrease of

$17.4 million, or 12.6% from December 31, 2003. The
reduction was deemed to be attriburable to the easing of the
economy in Michigan during the second half of 2004. At
December 31, 2004, 2003 and 2002, real estate
construction loans as a percentage of total loans were 4.7%,

5.6% and 5.2%, respectively.

Construction lending is generally considered to involve a
higher degtee of risk than one- to four-family residential
lending because of the uncertainties of construction,
including the possibility of costs exceeding the initial
estimates and the need to obtain a tenant or purchaser of
the property if it will not be owner-occupied. The
Corporation generally attempts to mitigate che risks
associated with construction lending by, among other things,
lending primarily in its market area, using conservative
underwriting guidelines, and closely monitoring the
construction process.
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Real estate commercial loans increased $69 million, or 11%,
during 2004 to $697.8 million at December 31, 2004. The
increase was largely due to the.Corporation placing greater
emphasis on growing these loans in its community bank
market areas. At December 31, 2004, 2003 and 2002,
commercial real estate loans as a percentage of total loans
were 27.0%, 25.3% and 23.2%, respectively.

Commercial loans totaled $469.0 million at December 31,
2004, an increase of $63.1 million, or 15.5%, from total
commercial loans ac December 31, 2003 of $405.9 million.
The increase in these loans was also largely atributable to
the Corporation’s emphasis to increase this portion of the
loan portfolio. Commercial loans represented 18.1%, 16.4%
and 15.8% of total loans outstanding at December 31,
2004, 2003 and 2002, respectively.

Commercial lending and real estate commercial lending are
generally considered to involve a higher degree of risk than
one-to four-family residential lending. Such lending typically
involves large loan balances concentrated in a single
borrower for rental of business properties or for the
operation of a business. In addition, the payment experience
on loans secured by income-producing properties is typically
dependent on the success of the operation of the related
project and is typically affected by adverse conditions in the
real estate market and in the economy. The Corporation
generally attempts to mitigate the risks associated with
commercial lending by, among other things, lending
primarily in its market areas and using conservative loan-to-
value ratios in the underwriting process.

continued on next page
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TABLE 6. NONPERFORMING ASSETS (Dollars in thousands)

December 31
2004 2003 2002 2001 2000

Nonaccrual loans*
Accruing loans contractually past due 90 days or more as to
interest or principal payments

$ 8397 $6,691 § 4859 $6897 $7,268

1,653 4,656 2,422 6,181 1,406

Restructured loans - - - - 17
Total nonperforming loans 10,050 11,347 7,281 13,078 8,691
Repossessed assets and other real estate 6,799 6,002 4,298 728 831

Total nonperforming assets

$16,849  $17,349 811,579 $13,806 89,522

Nonperforming loans as a percent of total loans
Nonperforming assets as a percent of total assets

39% 46% 35% .60% 47%
45% A7% 32% 40% 31%

* Interest income totaling $340,000 was recorded in 2004 on loans in nonaccrual status at December 31, 2004. Additional interest income of $356,000
would have been recorded during 2004 on these loans had they been current in accordance with their original terms.

LOANS (CONTINUED)

Table 5 on page 11 presents the maturity distribution of
commercial, real estate construction and real estate
commercial loans. These loans represented 49.8% of total
loans at December 31, 2004 and 47.3% of total loans at
December 31, 2003. The percentage of these loans maturing
within one year remained low at 28% at December 31,
2004, compared with 32% at December 31, 2003. The
percentage of these loans maturing beyond five years
remained low at 9% at December 31, 2004 and 8% at
December 31, 2003. Of those loans with maturities beyond
one year, the percentage of loans with variable interest rates
was 28% at December 31, 2004, compared to 16% at
December 31, 2003. The increase in variable interest rate
loans with maturities greater than one year was due
primarily to a concerted effort to originate more variable
rate commercial loans.

The continued low percentage of loans maturing within one
year is due to the growth in real estate commercial loans.
Real estate commercial loans are generally written as
balloon-type mortgages at fixed interest rates for balloon
time periods ranging from three to ten years.

Residential real estate loans decreased $6.4 million, or 0.8%,
during 2004 to $760.8 million. At December 31, 2004,
2003 and 2002, residential real estate loans as a percentage
of total loans were 29.4%, 30.9% and 31.2%, respectively.

The Corporation’s residential real estate loans primarily
consist of one- to four-family residential loans with original
terms of fifteen years and less. The loan-to-value ratio at
time of origination is generally 80% or less. Loans with
more than an 80% loan-to-value ratio generally require
private mortgage insurance.

The Corporation’s general practice is to sell residential real
estate loan originations with maturities of fifteen years and

longer in the secondary market. The Corporation sold

$153 million of long-term fixed rate residential real estate
loans during 2004 in the secondary market. This compares
with $409 million of residential real estate loans sold during
2003. The decrease in loans sold during 2004 was
attributable to the stabilization of residential real estate
market interest rates and the corresponding decline in loan
refinance activity.

At December 31, 2004, the Corporation was servicing
$596 million of residential mortgage loans that had been
originated by the Corporation in its market areas and
subsequently sold in the secondary mortgage market. At
December 31, 2003, the Corporation serviced for others
approximately $633 million of residential mortgages.

Consumer loans totaled $537.1 million at December 31,
2004, a decrease of $4.0 million, or 0.7%, from total
consumer loans at December 31, 2003 of $541.1 million.
The decrease during 2004 was primarily attributable to
increased competition from captive auto finance companies
on new personal vehicle loans. Consumer loans represented
20.8%, 21.8% and 24.6% of total loans outstanding at
December 31, 2004, 2003 and 2002, respectively.

Consumer loans generally have shorter terms than mortgage
loans but generally involve more credit risk than one- to
four-family residential lending because of the type and
nature of the collateral. Collateral values, particularly those
of automobiles, are negatively impacted by many factors,
such as new car promotions, vehicle condition and a slow
economy. Consumer lending collections are dependent on
the borrowers’ continuing financial stability, and thus are
more likely to be affected by adverse personal situations.
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NONPERFORMING ASSETS

A five-year history of nonperforming assets is presented in
Table 6. Nonperforming assets are comprised of loans
accounted for on a nonaccrual basis, accruing loans
contractually past due 90 days or more as to interest or
principal payments, other loans whose terms have been
restructured to provide for a reduction or deferral of interest
or principal because of deterioration in the financial position
of the borrower and repossessed assets and other real estate.

The Corporation’s practice is to immediately charge to the
allowance for loan losses specifically identified credit losses.
This determination is made for each loan at the earlier of a
loss being specifically identified, or the time of transfer to
nonperforming status, after considering collateral value and
the borrower’s ability to repay the loan principal.
Nonaccrual loans were $8.4 million at December 31, 2004,
compared to $6.7 million at December 31, 2003 and

$4.9 million at December 31, 2002. The increase in
nonaccrual loans of $1.7 million during 2004 was
attributable to an increase in the residential real estate loan
category of nonaccrual loans. Nonaccrual loans as a
percentage of total loans were 0.32% at December 31,
2004, 0.27% at December 31, 2003 and 0.23% at
December 31, 2002.

Accruing loans past due ninety days or more were

$1.7 million at December 31, 2004, compared to

$4.7 million at December 31, 2003 and $2.4 million at
December 31, 2002, There were no restructured loans at
December 31, 2004 or 2003.

Total nonperforming loans were $10.1 million, or 0.39% of
total loans at December 31, 2004, compared to

$11.3 million or 0.46% of total loans at December 31,
2003, and $7.3 million, or 0.35% of total loans at
December 31, 2002. The level and composition of
nonperforming loans are affected by economic conditions in
the Corporation’s local markets.

Repossessed assets and other real estate totaled $6.8 million
at December 31, 2004, and consisted of commercial real
estate of $3.9 million, residential real estate of $2.4 million
and other repossessions, mostly automobiles, of $0.5 million.
Repossessed assets and other real estate totaled $6.0 million
at December 31, 2003, and consisted of commercial real
estate of $3.7 million, residential real estate of $1.9 million
and other repossessions, mostly automobiles, of $0.4 million.

The Corporation’s policy and related disclosures for
impaired loans is as follows: a loan is considered impaired
when management determines it is probable that all of the
principal and interest due under the contractual terms of the
loan will not be collected. In most instances, the
impairment is measured based on the fair market value of
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the underlying collateral. Impairment may also be measured
based on the present value of expected future cash flows
discounted at the loan’s effective interest rate. A portion of
the allowance for loan losses may be allocated to impaired
loans.

Impaired loans were $4.6 million as of December 31, 2004,
$5.5 million as of December 31, 2003 and $2.3 million as
of December 31, 2002. After analyzing the various
components of the customer relationships and evaluating the
underlying collateral of impaired loans, it was determined
that the total of impaired loans requiring an allocation of
the allowance for loan losses was $0.8 million at

December 31, 2004, $1.1 million at December 31, 2003
and $1.0 million at December 31, 2002. The allowance for
loan losses allocated to impaired loans was as follows:

$0.4 million as of December 31, 2004, $0.8 million as of
December 31, 2003, and $0.3 million as of December 31,
2002. The process of measuring impaired loans and the
allocation of the allowance for loan losses requires judgment
and estimation, therefore the eventual outcome may differ
from the estimates used on these loans.

PROVISION AND ALLOWANCE
FOR LOAN LOSSES

The provision for loan losses (provision) is the amount
added to the allowance for loan losses (allowance) to absorb
loan losses (charge-offs) in the loan portfolio. A summary of
the activity in the allowance for years 2004 through 2000 is
included in Table 4. Management regularly evaluates the
allowance to ensure the level is adequate to absorb losses
inherent in the loan portfolio. This evaluation is based on a
continuous review of the loan portfolio, both individually
and by category, and includes consideration of changes in
the mix and volume of the loan portfolio, actual loan loss
experience, the financial condition of the borrowers, industry
and geographical exposures within the portfolio, economic
conditions and employment levels of the Corporation’s local
markets, and special factors affecting business sectors. A
formal evaluation of the allowance is prepared quarterly to
assess the risk in the loan portfolio and to determine the
adequacy of the allowance. The Corporation’s loan review
personnel, who are independent of the loan origination
function, review this evaluation. The Corporation’s loan
review personnel perform a detailed credit quality review
quarterly on large commercial and real estate commercial
loans, particularly focusing on loans that have deteriorated
below certain levels of credit risk.

The allowance provides for probable losses that have been
identified with specific customer relationships and for
probable losses believed to be inherent in the remainder of

continued on next page
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PROVISION AND ALLOWANCE
FOR LOAN LOSSES (CONTINUED)

the loan portfolio but that have not been specifically
identified. The allowance for loan losses is comprised of
specific allowances (assessed for loans that have known credit
weaknesses), allowances based on assigned risk ratings,
general allowances on the remainder of the loan portfolio
based primarily on historical loan loss experience, and an
unallocated allowance for imprecision in the subjective
nature of the specific and general allowance methodology.
Factors contributing to the determination of specific
allocations include the.financial condition of the borrower,
changes in the value of pledged collateral and general
economic conditions. The Corporation establishes the
allowance allocations by the application of projected risk
percentages to adversely-graded commercial and real estate
commercial loans by grade categories. General allowances are
allocated to all other loans by loan category, based on a
defined methodology that has been in use without material
change for several years. Allocations to loan categories are
developed based on historical loss and past due trends,
management’s judgment concerning those trends and other
relevant factors, including delinquency, default, and loss
rates, as well as general economic conditions. Some loans
will not be repaid in full. Therefore, an allowance for loan
losses is maintained at a level which represents our best
estimate of losses incurred.

In determining the allowance and the related provision for
loan losses, the Corporation considers four principal
elements: (i) specific allocations based upon probable losses
identified during the review of adversely-graded commercial
and real estate commercial loan portfolios (primarily
focusing on impaired loans), (ii) allocations established for
adversely-rated commercial and real estate commercial loans,
(iii) allocations on all other loans based principally on
historical loan loss experience, and (iv) additional allowances
based on the imprecision in the allowance methodology.

The first element reflects the Corporation’s estimate of
probable losses based upon the systematic review of specific
commercial and real estate commercial adversely-graded
loans. This review is primarily focused on impaired loans.
These estimates are based upon a number of objective
factors, such as payment history, financial condition of the
borrower, and discounted collateral exposure. The
Corporation measures the investment in an impaired loan
based on one of three methods: the loan’s observable market
price, the fair value of the collateral, or the present value of
expected future cash flows discounted at the loan’s effective
interest rate.

The second element reflects the application of the
Corporation’s loan grading system. This grading system is
similar to those employed by state and federal banking
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regulators. Commercial and real estate commercial loans that
are rated below a certain predetermined classification are
assigned a loss allocation factor for each loan classification
category that is based upon a historical analysis of losses
incurred. The lower the grade assigned to a loan or
category, the greater the allocation percentage that is
applied.

The third element is determined by assigning allocations
based principally upon the three-year average of loss
experience for each type of loan. Average Josses may be
further adjusted based on the current delinquency rate and
for the projected impact of loans acquired in branch and
bank acquisitions. Loss analyses are conducted at least
annually,

The fourth element is based on factors that cannot be
associated with a specific credit or loan category and reflects
an attempt to ensure that the overall allowance for loan
losses appropriately reflects a margin for the imprecision
necessarily inherent in the estimates of expected credit losses.
The unallocated allowance is judgmentally determined and
generally serves to compensate for the uncertainty in
estimating losses, particularly in times of changing economic
conditions, and considers the possibility of improper risk
ratings and possible under-allocation of specific reserves. The
unallocated allowance also considers the lagging impact of
historical charge-off ratios in periods where future charge-
offs are expected to increase. In addition, the unallocated
allowance considers trends in delinquencies and nonaccrual
loans, the changing portfolio mix in terms of collateral,
average loan balance, loan growth, the degree of seasoning
in the various loan portfolios and loans recently acquired
through acquisitions.

The underlying credit quality of the Corporation’s
residential real estate and consumer loan portfolios is
dependent primarily on each borrower’s ability to continue
to make required loan payments and, in the event a
borrower is unable to continue to do so, the value of the
collateral, if any, securing the loan. A borrower’s ability to
pay typically is dependent primatily on employment and
other sources of income, which in turn is impacted by
general economic conditions, although other factors may
also impact a borrower’s ability to pay.

The provision for loan losses was $3.82 million in 2004,
$2.83 million in 2003, and $3.77 million in 2002. The
Corporation experienced net loan charge-offs of

$2.83 million in 2004, $3.35 million in 2003 and
$4.09 million in 2002. The Corporation’s allowance was
$34.2 million at December 31, 2004 and represented 1.32%
of total loans, compared to 1.34% at December 31, 2003
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and 1.48% at December 31, 2002. During 2003, the
Corporation acquired an allowance of $3 million in the
Caledonia acquisition.

The Corporation’s provision for loan losses was
approximately $1 million higher in 2004 than in 2003. This
increase was partially attributable to the increased size of the
loan portfolio, as the amount of risk of the loan portfolio
increased proportionally with the increase in total loans.
Additionally, the Corporation’s net loan charge-offs
approximately doubled in the fourth quarter of 2004,
compared to the prior three quarters of 2004, and
nonaccrual loans increased from both September 30, 2004
and December 31, 2003 levels. The Corporation’s net loan
charge-offs were $1.7 million during the first nine months
of 2004 (an average of $0.55 million per quarter), compared
to $1.2 million for the fourth quarter of 2004. The
Corporation’s nonaccrual loans decreased slightly during the
first three quarters of 2004, as compared to December 31,
2003, although these loans increased $2.6 million, or 45%,
during the fourth quarter of 2004 from $5.8 million at
September 30, 2004 to $8.4 million at December 31, 2004,
The increased risk from a higher level of nonaccrual loans at
December 31, 2004 was partially mitigated by a decrease in
loans past due 90 days or more as of this date. Loans

90 days or more past due were $1.7 million as of
December 31, 2004, compared to $5.9 million as of
September 30, 2004 and $4.7 million as of December 31,
2003.

While the Corporation uses relevant information to
recognize losses on loans, additional provisions for related
losses may be necessary based on changes in economic
conditions, customer circumstances and other credit risk
factors.

The allocation of the allowance in Table 7 is based upon
ranges of estimates and is not intended to imply either
limitations on the usage of the allowance or exactness of the
specific amounts. The entire allowance is available to absorb
any future loan losses without regard to the categories in
which the loan losses are classified. The allocation of the
allowance is based on a combination of factors, including
historical loss factors, credit-risk grading, past-due
experiences, and the trends in these, as well as other factors.

The changes in the allocation of the allowance for loan
losses during 2004 were based on the results of the process
previously described that analyzes the allowance based on
four principal clements. The growth of real estate
commercial loans, the assessment of increased risk based on
the Corporation’s risk grading system and historical loan loss
experience were the primary reasons for the increased
allowance allocation in real estate commercial loans during
2004. During 2004, real estate commercial loans increased
$69.0 million, or 11.0%. The decrease in the allowance
allocation in real estate construction loans was primarily
attributable to a $17.4 million, or a 12.6% decrease in these
type loans during 2004.

TABLE 7. ALLOCATION OF THE ALLOWANCE FOR LOAN LOSSES (Dollass in thousands)

December 31

2004 2003 2002 2001 2000
Percent Percent Percent Percent Percent
of Loans of Loans of Loans of Loans of Loans
in Each in Each in Each in Each in Each
Category _ Cartegory Category Category Category
Allowance  to Total  Allowance to Total  Allowance to Total  Allowance to Total Allowance to Total
Loan Type Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
Commercial $ 8,752 18.1% $ 8,814 16.4% $ 9,065 15.8% $ 9,562 15.2% $ 9,320 15.6%
Real estate
construction 1,382 4,7 1,874 5.6 1,097 5.2 1,031 , 6.3 769 4.8
Real estate
commercial 11,914 27.0 9,997 25.3 6,167 23.2 5,817 19.9 3,381 16.9
Real estate residential 4,023 29.4 4,006 30.9 3,563 31.2 4,026 35.2 4,882 42,0
Consumer 6,659 20.8 7,799 .21.8 7,930 24,6 6,827 23.4 6,196 20.7
Not allocated 1,436 689 2,850 3,731 2,335
Total $34,166 100%  $33,179 100%  $30,672 100%  $30,994 100%  $26,883 100%
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NONINTEREST INCOME

Noninterest income totaled $39.3 million in 2004,

$39.1 million in 2003 and $34.5 million in 2002.
Noninterest income increased $0.2 million, or 0.6%, in
2004 and $4.6 million, or 13.2%, in 2003 over the prior
year. Noninterest income as a percentage of net revenue (net
interest income plus noninterest income) was 21.0% in
2004, compared to 21.9% in 2003 and 19.2% in 2002.

The following schedule includes the major components of
noninterest income during the past three years.

Noninterest Income (In thousands)

Years Ended December 31

2004 2003 2002
Service charges on deposit accounts  $19,301  $16,935 $14,002
Trust services revenue 7,396 6,794 6,405
Other fees for customer services 2,121 2,319 2,561
ATM and network user fees 2,541 1,911 2,199
Investment fees and insurance
commissions 1,933 2,375 2,371
Mortgage banking revenue 3,328 6954 7513
Investment securities gains (losses) 1,367 1,296 (768)
Other , 1,342 510 251
Total Noninterest Income $39,329 $39,094 $34,534

Service charges on deposit accounts were $19.3 million in
2004, $16.9 million in 2003, and $14.0 million in 2002,
The increases of $2.4 million, or 14.0% in 2004 and

$2.9 million, or 20.9% in 2003 were primarily attributable
to a higher level of customer activity in areas where fees and
service charges are applicable.

Trust services revenue was $7.4 million in 2004,

$6.8 million in 2003 and $6.4 million in 2002. Trust
services revenue increased $0.6 million, or 8.9%, in 2004.
The increase in 2004 was due primarily to an increase in
discretionary assets coupled with strong investment returns
in the equity markets. Trust services revenue increased
$0.4 million, or 6.1% in 2003 as the rebound in the stock

market improved the valuation of assets under management,
on which the calculation of management fees is based.

Increases in noninterest income in 2004 were largely offset
by a decline in mortgage banking revenue (MBR). During
2003, residential mortgage loan interest rates declined to
lows not seen in decades, resulting in unprecedented strong
mortgage loan refinance activity. The residential mortgage
loan refinancing activity slowed considerably in 2004,
virtually ending mid-way through the year when residential
mortgage loan interest rates stabilized. The Corporation
generally sells the majority of its long-term fixed interest rate
residential real estate loan originations in the secondary
market as a part of its interest rate risk management
strategy. During 2004, the Corporation sold $153 million of
residential real estate loans in the secondary markert,
compared to $409 million in 2003. During 2004, generally
all fifteen-year term mortgages were sold in the secondary
market. Consequently, MBR of $3.33 million in 2004 was
$3.62 million or 52% less than MBR of $6.95 million
earned in 2003.

During the fourth quarter of 2004, the Corporation realized
gains of $0.6 million from the sale of a branch office in
Lansing, Michigan that had total deposits of approximately
$6 million and the sale of the Corporation’s insurance
agency book of business. These two transactions added
approximately $0.3 million to net income during 2004.

Noninterest income from all other sources, which includes
other fees for customer services, ATM and network user
fees, investment fees and insurance commissions, investment
securities gains (losses) and other, totaled $9.3 million in
2004, $8.4 million in 2003 and $6.6 million in 2002. The
increase of $0.9 million, or 10.6% in 2004 was primarily
attributable to an increase in ATM and network user fees,
resulting from higher customer use of ATMs and debit
cards.
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OPERATING EXPENSES

Total operating expenses were $98.5 million in 2004,
$91.9 million in 2003 and $93.5 million in 2002.

The following schedule includes the major categories of
operating expenses during the past three years.

Operating Expenses (Dollars in thousands)

Years Ended December 31

2004 2003 2002
Salaries and wages $44,763 $43,944 $43,258
Employee benefits 12,788 10,536 10,910
Occupancy 9165 7,921 7,590
Equipment 8,955 8,045 8,391
Postage and courier 3,123 2,948 2,814
Stationery and supplies 1,082 1,293 1,932
Professional fees 3,502 3,148 3,571
Michigan single business tax 1,645 1,841 2,788
Advertising and marketing 1,659 1,358 1,461
Intangible asset amortization 2,274 1,883 1,953
Telephone 1,797 1,807 1,927
Federal Deposit Insurance
Corporation (FDIC) premiums 444 452 496
Other 7,272 6,747 6,435

Total Operating Expenses $98,469 $91,923 $93,526

Full-time equivalent staff
(at December 31)

Efficiency ratio

1,366
52.6%

1,447
50.9%

1,412
51.3%

Operating expenses were $98.5 million in 2004, an increase
of $6.5 million, or 7.1% over operating expenses in 2003.
The increase in operating expenses was primarily attributable
to the Caledonia acquisition. The acquisition was completed
on December 1, 2003, and therefore, operating expenses in
2003 included only one month of operating expenses of
Caledonia. The Corporation estimated that approximarely
$4 million, or 62% of the increase in operating expenses in
2004 was attributable to operating expenses of Caledonia.
Excluding the estimated expenses of Caledonia, operating
expenses were up approximately $2.5 million, or 2.8% in
2004 over 2003.

Total operating expenses as a percentage of total average
assets were 2.55% in 2004, compared to 2.57% in 2003
and 2.64% in 2002.

Salaries, wages and employee benefits remain the largest
component of operating expenses. These expenses totaled
$57.6 million in 2004, $54.5 million in 2003 and

$54.2 million in 2002. Salaries and wages increased by
$0.8 million, or 1.9% in 2004, resulting primarily from the
increase in employees from the Caledonia acquisition and

17

normal salary/wage increases. These increases were partially
offset by a reduction in the number of full-time equivalent
employees (FTEs) during 2004. The Corporation’s FTE
staft declined 81 employees or 5.6% during 2004. The
decrease in FTEs was partially attributable to technology
expenditures incurred during 2004 and 2003 that improved
the efficiency of back-office operations. Personnel expenses as
a percentage of total operating expenses were 58.4% in
2004, 59.3% in 2003 and 57.9% in 2002.

Occupancy expense increased $1.2 million, or 15.7%, in
2004. The increase in occupancy expense in 2004 was
largely attributable to the Caledonia acquisition and a full
year of operating expenses on an office building purchased
in 2003. Occupancy expense increased $0.3 million, or
4.4%, in 2003, primarily due to the purchase on July 31,
2003, of an office building one block from the
Corporation’s largest subsidiary bank’s main office in
downtown Midland, Michigan, for $4.5 million. This
purchase was consummated to accommodate future
expansion of the Corporation.

Equipment expense increased $0.9 million or 11.3% in 2004,
due to higher depreciation and software expenses incurred in
2004. Depreciation expense was $6.2 million, $5.5 million and
$5.8 million in 2004, 2003 and 2002, respectively.

Other categories of operating expenses include a wide array
of expenses, including postage, supplies, professional fees,
Michigan single business tax, advertising and marketing
expenses, intangible asset amortization, telephone costs,
EDIC premiums and miscellaneous other expenses. These
other operating expenses totaled $22.8 million in 2004,
$21.5 million in 2003 and $23.4 million in 2002. The
increase in these expenses in 2004 was primarily ateributable
to higher advertising and marketing expense of

$0.30 million, higher intangible asset amortization of

$0.39 million and higher professional fees of $0.35 million.
Higher professional fees in 2004 were partially due to
increased costs associated with compliance with Section 404
of the Sarbanes-Oxley Act of 2002. The decrease in the total
of all other operating expenses in 2003 was primarily
attributable to lower Michigan single business tax expense of
$0.95 million, lower office supplies of $0.64 million and
lower professional fees of $0.42 million. The decrease in
office supplies was primarily due to lower office supply costs
associated with a change in proof operations. Professional
fees decreased due to lower legal expenses.

The Corporation’s 2004 efficiency ratio, which measures
total operating expenses divided by the sum of net interest
income (fully taxable equivalent) and noninterest income
was 52.6%, compared to 50.9% in 2003 and 51.3% in
2002. The slight increase in 2004 was attributable to
increased operating expenses, as both net interest income
and noninterest income increased in 2004.
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INCOME TAXES

The Corporation’s effective federal income tax rate was
33.1% in 2004, 33.8% in 2003 and 33.7% in 2002.
Approximately one-half of the decrease in the effective
federal income tax rate between 2003 and 2004 was
attributable to a reduction in federal income tax provisions
previously recorded that are no longer required. The changes
in the Corporation’s effective federal income tax rate also
reflect the changes each year in the proportion of interest
income exempt from federal taxation, nondeductible interest
expense and other nondeductible expenses relative to pretax
income and tax credits.

Tax-exempt income (FTE), net of related nondeductible
interest expense, totaled $4.6 million for 2004, $4.8 million
for 2003 and $5.5 million for 2002. Tax-exempt income
(FTE) as a percentage of total interest income (FTE) was
2.4% in 2004 and 2.6% in both 2003 and 2002.

Income before income taxes (FTE) was $86.2 million in

2004, $85.8 million in 2003 and $85.1 million in 2002.

LIQUIDITY RISK

The Corporation manages its liquidity to ensure that it has
the ability to meet the cash withdrawal needs of its
depositors, provide funds for borrowers and at the same
time ensure that the Corporation’s own cash requirements
are met. The Corporation accomplishes these goals through
the management of liquidity at two levels — the parent
company and the bank subsidiaries.

During the three-year period ended December 31, 2004, the
parent company’s primary source of funds was subsidiary
dividends. The parent company manages its liquidity
position to provide the cash necessary to pay dividends to
sharcholders, invest in subsidiaries, enter new banking
markets, pursue investment opportunities and satisfy other
operating requirements.

Federal and state banking laws place certain restrictions on
the amount of dividends that a bank may pay to its parent
company. Such restrictions have not had, and are not
expected to have, any material effect on the Corporation’s
ability to meet its cash obligations or impede its ability to
manage its liquidity needs. As of January 1, 2003, the
Corporation’s bank subsidiaries could pay dividends totaling
$87.1 million to the parent company and remain “well
capitalized” under the regulatory “risk-based” capital
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guidelines, without obtaining regulatory approval. In
addition ro the funds available from subsidiaries, the parent
company had $20.8 million in cash and cash equivalents at

December 31, 2004.

The subsidiary banks manage liquidity to ensure adequate
funds are available to meet the cash flow needs of depositors
and borrowers. The subsidiary banks’ most readily available
sousces of liquidity are federal funds sold, interest-bearing
deposits with unaffiliated banks, investment securities
classified as available for sale and investment securities
classified as held to maturity maturing within one year.
These sources of liquidity are supplemented by new deposits
and by loan payments received from customers. At
December 31, 2004, the Corporation had $34.5 million in
federal funds sold, $5.9 million of interest-bearing deposits
with unaffiliated banks, $716.8 million in investment
securities available for sale and $69.7 million in other
investment securities maturing within one year. These short-
term assets totaled $826.9 million and represented 28.9% of
total deposits at December 31, 2004.

The Corporation’s investment securities portfolio has
historically been composed primarily of U.S. Treasury and
agency securities, comprising 55%, 68% and 70% of the
investment portfolio at December 31, 2004, 2003 and
2002, respectively. The decrease in the percentage of U.S.
Treasury and agency securities held in the investment
securities portfolio was attributable to the proceeds of a
$150 million borrowing transaction that occurred in the first
quarter of 2004 being invested in mortgage-backed
investment securities, split evenly between five-year and
seven-year balloon maturities. The Corporation’s investment
securities portfolio historically has been short-term in nature.
The acquisition of $150 million in mortgage-backed
securities, described above, moderately increased the average
length of the investment securities portfolio in 2004. The
average life of the investment securities portfolio, which
expresses the average number of years that each principal
dollar will be outstanding, was 2.8 years as of December 31,
2004, compared to 2.0 years as of December 31, 2003. At
December 31, 2004, $249.5 million, or 27.9% of the
Corporation’s investment securities portfolio will mature
during 2005, and another $128.9 million or 14.4% of the
investment securities portfolio will mature during 2006. The
combination of the 2005 and 2006 scheduled maturities
results in 42.4% of the Corporation’s investment securities
portfolio maturing within two years as of December 31,
2004. Information about the Corporation’s investment
securities portfolio is summarized in Tables 8, 9 and 10.
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LIQUIDITY RISK

TABLE 8. MATURITIES AND YIELDS* OF INVESTMENT SECURITIES AT DECEMBER 31, 2004 (Dollars in thousands)

Maturity**
After One After Five Total Total
Within but Within but Within . After Carrying Market
One Year Five Years Ten Years Ten Years Value Value
Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield

Available for Sale:
U.S. Treasury and agencies $144,834 4.52% $200,067 3.27% $ 3,446 4.17% $ 672 5.47% $349,019 3.49% $349,019
States and political subdivisions 2,901 5.58 3,327 5.62 6,435 5.41 870 5.62 13,533 5.47 13,533
Mortgage-backed securities - - 96,223 3.59 111,416 4.08 74,798 4.71 282,437 4.43 282,437
Collateralized mortgage obligations - - 373 3.58 - - 1,086 5.79 1,459 5.67 1,459
Corporate bonds 32,017 4.73 16,729  3.01 - - - - 48,746  3.50 48,746
Equity securities - - - - - - 21,563 4.01 21,563 4.01 21,563
Total Investment Securities

Available for Sale 179,752  4.57 316,719 3.41 121,297 4.16 98,989 4.72 716,757 4.29 716,757
Held to Maturity:
U.S. Treasury and agencies 63,364 3.35 78,258 3.36 - - - - 141,622 3.36 141,641
States and political subdivisions 6,099 5.49 13,919  6.90 7,499 7.12 3,704 7.05 31,221 7.00 32,164
Mortgage-backed securities 3 6.65 135 8.09 162 8.66 1,119 7.33 1,419 741 1,527
Other debt securities 250 2.69 - - - - 2,005 5.00 2,255 4.94 2,255
Total Investment Securities

Held o Maturity 69,716 3.66 92,312 4.04 7,661 7.15 6,828 7.08 176,517 5.10 177,587
Total Investment Securities $249,468 4.38% $409,031 3.52% $128,958 4.34% $105,817 4.80% $893,274 4.36% $894,344

* Yields are weighted by amount and time to contractual maturity, are on a taxable equivalent basis using a 35% federal income tax rate and are based on

amortized cost.

** Based on final contractual maturity. Mortgage-backed securities and collateralized mortgage obligations are based on scheduled principal maturity. Equity

securities have no stated maturity.

TABLE 9. SUMMARY OF INVESTMENT SECURITIES (In thousands)

TABLE 10. MATURITY ANALYSIS OF INVESTMENT SECURITIES

December 31 (as 2 % of total portfolio)

2004 2003 2002 December 31
Available for Sale: 2004 2003 2002
U.S. Treasury and agencies $349,019 $474279 $ 590,183 Maturity:
States and political subdivisions 13,533 19,022 19,478 Under 1 year 27.9% 29.5% 18.4%
Morrgage-backed securities 282,437 126,766 128,884 1-5 years 45.8 61.7 69.3
Collateralized mortgage obligations 1,459 1,995 13,658 5-10 years 14.4 4.0 5.0
Corporate bonds 48,746 82,865 86,328 Over 10 years 11.9 48 7.3
Equity securities 21,563 23,572 20213 Tyl 100% 100% 100%
Total Available for Sale 716,757 728,499 858,744
Held to Maturity:
U.S. Treasury and agencies 141,622 153,585 204,422
States and political subdivisions 31,221 34,233 41,009
Mortgage-backed securities 1,419 2,619 5,682
Other debt securities 2,255 2,926 18,125
Total Held 1o Maturity 176,517 193,363 269,238
Total Investment Securities $893,274 $921,862 $1,127,982

continued on next page
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LIQUIDITY RISK (CONTINUED)

Table 11 presents the maturity distribution of time deposits
of $100,000 or more at the end of each of the last three
years. Time deposits of $100,000 or more and the
percentage of these deposits to total deposits have remained
relatively stable during the past three years. These deposits
increased during 2004 to $218.2 million at December 31,
2004 from $169.7 million at December 31, 2003 due to an
increase in short-term interest rates during the latter part of
2004. During 2003, the modest spread between money
market accounts and short-term time deposits prompted
some large balance custcomers to maintain their funds in
accounts with no defined maturities. Time deposits of
$100,000 or more represented 7.6%, 5.7% and 7.3% of
total deposits at December 31, 2004, 2003 and 2002,
respectively.

TABLE 11. MATURITY DISTRIBUTION OF TIME DEPOSITS OF $100,000 OR MORE (Dollats in thousands)

December 31

2004 2003 2002

Amount Percent Amount  Percent Amount  Percent
Marurity:
Within 3 months $ 99,896 46% $ 59,292 35% $ 80,810 39%
After 3 but within 6 months 26,010 12 22,233 13 28,123 14
After 6 but within 12 months 33,656 15 31,070 18 54,953 26
After 12 months 58,670 27 57,112 34 44,435 21
Total $218,232 100% $169,707 100% $208,321 100%

BORROWED FUNDS

Other borrowings—short term are comprised primarily of
securities sold under agreements to repurchase. These are
amounts advanced by customers that are secured by
investment securities owned by the Corporation’s subsidiary
banks, as they are not covered by FDIC insurance. These
advances are highly interest rate sensitive. Total other
borrowings—short term were $101.8 million as of
December 31, 2004, compared to $91.5 million as of
December 31, 2003.

Long-term debt, comprised of FHLB advances, were

$285.0 million as of December 31, 2004, compared to
$155.4 million as of December 31, 2003. During January
2004 the Corporation borrowed $150 million from the
FHLB in fixed interest rate advances with maturities ranging

from November 2004 through May 2006. The weighted

20

average life of the $150 million borrowing was 1.6 years and
the weighted average interest cost was 1.85%. The advance
that matured in November 2004, in the amount of

$10 million, was repaid and the Corporation replaced it
with a new borrowing of $10 million with a maturity of

24 months. The Corporation invested the proceeds from the
$150 million FHLB borrowing transaction equally in five-
and seven-year balloon type mortgage-backed securities that
had a projected average yield of 3.40%, a projected weighted
average life of 3.03 years, and a projected duration of

2.75 years, at the date of the transaction. A summary of
FHLB advances outstanding as of December 31, 2004 and
2003, appears in Note ] to the consolidated financial
statements.
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FINANCIAL OBLIGATIONS

The Corporation has various financial obligations, including
contractual obligations, that may require future cash

. - )
payments. Table 12 summarizes the Corporation’s
obligations and estimated future payments at December 31,
2004. These payments do not include interest. Refer to
Notes F, I, ] and P to the consolidated financial statements
for a further discussion of these obligations.

TABLE 12. FINANCIAL OBLIGATIONS (In thousands)

The Corporation also has other commitments that may

impact liquidity. Table 13 summarizes the Corporation’s
commitments and expected expiration dates by period at
December 31, 2004. Since many of these commitments

historically have expired without being drawn upon, the
total amount of these commitments does not necessarily
represent future cash requirements of the Corporation.

December 31, 2004
Minimum Payments Due by Period

Less than More than
1 year 1-3 years  3-5 years 5 years Total
Deposits with no stated maturity $2,000,722 - - - $2,000,722
Time deposits 543,467  $246,289 $60,540 $12,455 862,751
Other borrowings — short term 101,834 - - - 101,834
Federal Home Loan Bank borrowings 123,232 88,715 30,049 43,000 284,996
Low income housing project 78 545 471 347 1,441
Operating leases and non-cancelable contracts 2,204 3,671 998 443 7,316
Total financial obligations $2,771,537  $339,220 $92,058 $56,245 $3,259,060

TABLE 13. COMMITMENTS (In thousands)

December 31, 2004
Expected Expiration Dates by Period
Less than More than
1 year 1-3 years  3-5 years 5 years Total

Unused commitments to extend credit
Undisbursed loans
Standby letters of credit

$178,988 $18,359 - $60,927 $22,384 $280,658
67,609 - - - 67,609
15,904 6,043 3,361 1,133 26,441

Total commitments

$262,501 $24,402 $64,288 $23,517 $374,708
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MARKET RISK

Market risk is the risk of loss arising from adverse changes
in the fair value of financial instruments due primarily to
changes in interest rates. Interest rate risk is the
Corporation’s primary market risk and results from timing
differences in the repricing of assets and liabilities and
changes in relationships between rate indices. Interest rate
risk is the exposure to adverse changes in net interest
income due to changes in interest rates. Consistency of the
Corporation’s net interest income is largely dependent upon
the effective management of interest rate risk. Interest rate
risk arises in the normal course of the Corporation’s
business due to differences in the repricing and maturity
characteristics of interest rate sensitive assets and liabilities.
Sensitivity of earnings to interest rate changes arises when
yields on assets change differently from the interest costs on
liabilities. Interest rate sensitivity is determined by the
amount of interest-earning assets and interest-bearing
liabilities repricing within a specific time period and the
magnitude by which interest rates change on the various
types of interest-earning assets and interest-bearing liabilities.
The management of interest rate sensitivity includes
monitoring the maturities and repricing opportunities of
interest-earning assets and interest-bearing liabilities. Interest
rate sensitivity management aims at achieving reasonable
stability in both net interest income and the net interest
margin through periods of changing interest rates. The
Corporation’s goal is to avoid a significant decrease in net
interest income and thus an adverse impact on the
profitability of the Corporation in periods of changing
interest rates. It is necessary to analyze projections of net
interest income based upon the repricing characteristics of
the Corporation’s interest-earning assets and interest-bearing
liabilities and the varying magnitude by which interest rates
may change on loans, investment securities, interest-bearing
deposit accounts and borrowings. The Corporation’s interest
rate sensitivity is managed through policies and risk limits
approved by the boards of directors of the Corporation and
its subsidiary banks, and an Asset and Liability Committee
(ALCO). The ALCO, which is comprised of executive
management from various areas of the Corporation,
including finance, lending, investments and deposit
gathering, meets regularly to execute asset and liability
management strategies. The ALCO establishes guidelines
and monitors the sensitivity of earnings to changes in
interest rates. The goal of the ALCO process is to maximize
net interest income and the net present value of future cash
flows within authorized risk limits.

The Corporation has not used interest rate swaps or other
derivative financial instruments in the management of
interest rate risk, other than best efforts forward
commitments urilized to offset the interest rate risk of
interest rate lock commitments provided to customers on

unfunded residential mortgage loans intended to be sold in
the secondary market. In the normal course of the mortgage
loan selling process, the Corporation enters into a best effort
forward loan delivery commitment with an investor. The
Corporation’s exposure to market risk on these best effort
forward loan delivery commitments is not significant.

The primary technique utilized by the Corporation to
measure its interest rate risk is simulation analysis.
Simulation analysis forecasts the effects on the balance sheet
structure and net interest income under a variety of
scenarios that incorporate changes in interest rates, changes
in the shape of the Treasury yield curve, changes in interest
rate relationships, changes in asset and liability mix and loan
prepayments.

These forecasts are compared against net interest income
projected in a stable interest rate environment. While many
assets and liabilities reprice either ar maturity or in
accordance with their contractual terms, several balance sheet
components demonstrate characteristics that require an
evaluation to more accurately reflect their repricing behavior.
Key assumptions in the simulation analysis include
prepayments on loans, probable calls of investment
securities, changes in market conditions, loan volumes and
loan pricing, deposit sensitivity, and customer preferences.
These assumptions are inherently uncertain as they are
subject to fluctuation and revision in a dynamic
environment. As a result, the simulation analysis cannot
precisely forecast the impact of rising and falling interest
rates on net interest income. Actual results will differ from
simulated results due to many factors such as changes in
balance sheet components, interest rate changes, changes in
market conditions and management strategies.

Management performed various simulation analyses
throughout 2004. The Corporation’s interest rate sensitivity
is estimated by first forecasting the next twelve months of
net interest income under an assumed environment of
constant market interest rates. The Corporation then
compares various simulation analysis results to the constant
interest rate forecast. As of December 31, 2004 and 2003,
the Corporation projected the change in net interest income
during the next twelve months assuming short-term market
interest rates were to uniformly and gradually increase or
decrease by up to 200 basis points over the same time
period. These projections were based on the Corporation’s
assets and liabilities remaining static over the next twelve
months, while factoring in probable calls of U.S. agency
securities, and prepayments of mortgage-backed securities,
residential mortgage loans and certain consumer loans.
Mortgage-backed securities and mortgage loan prepayment
assumptions were developed from industry averages of
prepayment speeds, adjusted for the historical prepayment
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performance of the Corporation’s own loans. The
Corporation’s forecasted net interest income sensitivity is
monitored by the ALCO within established limits as defined
in the interest rate risk policy. The Corporation’s policy
limits the adverse change of a 200 basis point increase or
decrease in short-term interest rates over the succeeding
twelve months to no more than seven percent of
management’s most likely net interest income forecast.
Throughout 2004, the forecasted interest rate risk exposure
was within the Corporation’s established policy limits.

Summary information about the interest rate risk measures,
as described above, at December 31, 2004 and
December 31, 2003 is presented below:

Year-End 2004 Twelve Month Projection

Interest Rate Change
Projection (in basis points)  -200  -100 0  +100 +200
Percent change in net

interest income vs -
constant rates

(2.6)% (0.8)% - 0.6% 09%

Year-End 2003 Twelve Month Projection

Interest Rate Change
Projection (in basis poins) 200 -100 0 +100 4200
Percent change in net

Interest income vs
constant rates

08)% 04% - 01%  0.1%

At the end of 2004, the interest rate risk position was
slightly asset sensitive, meaning net income should increase
as rates rise and decrease as rates fall, other things being .
equal.

CAPITAL

Capital provides the foundation for future growth and
expansion. Total shareholders’ equity was $484.8 million at
December 31, 2004, an increase of $26.8 million, or 5.8%,
from total shareholders’ equity at December 31, 2003. The
increase in 2004 was derived primarily from earnings
retentcion of $31.3 million. This amount was partially offset
by a decrease in the unrealized gain on securities available
for sale, net of taxes, of $10.0 million.

The ratio of shareholders’ equity to total assets was 12.9%
at December 31, 2004, compared to 12.4% at

December 31, 2003 and 12.1% at December 31, 2002. The
Corporation’s tangible equity to assets ratio was 11.1%,
10.5% and 11.0% at December 31, 2004, 2003 and 2002,
respectively. The slight decrease in the tangible equity to
assets ratio during 2003 was due to $37.5 million of
goodwill and other intangible assets recorded related to the
acquisition of Caledonia.

Under the regulatory “risk-based” capital guidelines in effect
for both banks and bank holding companies, minimum
capital levels are based upon perceived risk in the
Corporation’s various asset categories. These guidelines
assign risk weights to on- and off-balance sheet items in
arriving at total risk-adjusted assets. Regulatory capital is
divided by the computed total of risk-adjusted assets o
arrive at the risk-based capital ratios.

The Corporation’s capital ratios exceeded the minimum
levels prescribed by the Federal Reserve Board at
December 31, 2004, as shown in the following table.

December 31, 2004

Risk-Based
Leverage Capital Ratios
Ratio Tier 1  Total
Chemical Financial '
Corporation’s capital ratios 11.0% 16.2% 17.5%
Regulatory capital ratios- :
“well capitalized” definition 5 6 10
Regulatory capital ratios-
minimum requirements 3 4 8

The Corporation’s Tier 1 and Total regulatory capital ratios
are significantly above the regulatory minimum and “well
capitalized” levels due to the Corporation holding

$151 million of investment securities and other assets that are
assigned a 0% risk rating, $828 million of investment
securities and other assets that are assigned a 20% risk rating,
and $911 million of loans secured by first liens on residential
real estate properties and other assets that are assigned a 50%
risk rating. These three categories of assets represented 50%
of the Corporation’s total assets at December 31, 2004.

At December 31, 2004, all of the Corporation’s bank
subsidiaries exceeded the minimum capital ratios required of
a “well-capitalized” institution, as defined by the Federal
Deposit Insurance Corporation Improvement Act of 1991.

OUTLOOK

The Corporation’s philosophy is that it intends to be a
“family” of community banks which operate under the
direction of a corporate board of directors, three regional
bank boards of directors, a holding company management
team, and a number of community bank advisory boards of
directors. The Corporation is committed to the community
banking philosophy. The Corporation remains committed to
the communities it serves. Community bank advisory boards
of directors have been established in the communities where
the legal bank charter was merged into a regional subsidiary
bank or area considered significant by the Corporation. The
purpose of these internal consolidations was to provide the
Corporation with operating efficiencies.

continued on next page
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OUTLOOK (CONTINUED)

The Corporation strives to remain a quality sales and service
organization and is dedicated to sustained profitability
through the preservation of the community banking concept
in an ever-changing and increasingly competitive
environment.

The Corporation believes it has designed its policies
regarding asset/liability management, liquidity, lending,
investment strategy and expense control to provide for the
safety and soundness of the organization, continued earnings

- growth and the avoidance of wide fluctuations in earnings
from one year to the next. This strategy resulted in an
increase in net income per share of 0.9% over the prior year
and a return on assets of 1.47% during 2004,

OTHER MATTERS

Forward Looking Statements

This discussion and analysis of financial condition and results
of operations, and other sections of this Annual Report,
contain forward-looking statements that are based on
management’s beliefs, assumptions, current expectations,
estimates and projections about the financial services industry,
the economy, and the Corporation itself. Words such as
“anticipates,” “believes;” “estimates,” “judgment,” “expects,”
“forecasts,” “intends,” ““is likely,” “plans,” “predicts,”
“projects,” variations of such words and similar expressions
are intended to identify such forward-looking statements. In
addition, certain statements under the subheadings “Liquidity
Risk” and “Market Risk” are forward-looking statements.
These statements are not guarantees of future performance
and involve certain risks, uncertainties and assumptions (“risk
factors”) that are difficult to predict with regard to timing,
extent, likelthood and degree of occurrence. Therefore, actual
results and outcomes may materially differ from what may be
exptessed or forecasted in such forward-locking statements.
The Corporation undertakes no obligation to update, amend
or clarify forward-looking statements, whether as a result of
new information, future events or otherwise.

Risk factors include, but are not limited to, changes in
interest rates and interest rate relationships; demand for
products and services; the degree of competition by
traditional and non-traditional competitors; changes in
banking laws and regulations; changes in tax laws; changes
in prices, levies and assessments; the impact of technological
advances and issues; governmental and regulatory policy

changes; the outcomes of pending and future litigation and
contingencies; trends in customer behavior as well as their
ability to repay loans; changes in the local and national
econony; opportunities for acquisition and the effective
completion of acquisitions and integration of acquired
entities; and the local and global effects of the ongoing war
on terrorism and other military actions, including actions in
Iraq. These are representative of the risk factors that could
cause a difference between an ultimate actual outcome and a
preceding forward-looking statement.

Important Notice Regarding Delivery of Shareholder
Documents

As permitted by SEC rules, only one copy of Chemical’s
Proxy Statement and the 2004 Annual Report to
Shareholders is being delivered to multiple shareholders
sharing the same address unless Chemical has received
contrary instructions from one or more of the shareholders
who share the same address. Chemical will deliver on a one-
time basis, promptly upon written or verbal request from a
shareholder at a shared address, a separate copy of
Chemical’s Proxy Statement and the 2004 Annual Report to
Sharcholders. Requests should be made to Chemical
Financial Corporation, Attn: Lori A. Gwizdala, Chief
Financial Officer, 333 E. Main Street, Midland, Michigan
48640, telephone (989) 839-5350. Shareholders sharing an
address who are currently receiving multiple copies of the
Proxy Statement and Annual Report to Shareholders may
instruct Chemical to deliver a single copy of such
documents on an ongoing basis. Such instructions must be
in writing, must be signed by each shareholder who is
currently receiving a separate copy of the documents, must
be addressed to Chemical Financial Corporation, Attn: Lori
A. Gwizdala, Chief Financial Officer, 333 E. Main Street,
Midland, Michigan 48640, telephone (989) 839-5350, and
will continue in effect unless and until Chemical receives
contrary instructions as provided below. Any shareholder
sharing an address may request to receive and instruct
Chemical to send separate copies of the Proxy Statement
and Annual Report to Shareholders on an ongoing basis
by written or verbal request to Chemical Financial
Corporation, Attn: Lori A. Gwizdala, Chief Financial
Officer, 333 E. Main Street, Midland, Michigan 48640,
telephone (989) 839-5350. Chemical will begin sending
separate copies of such documents within thirty days of
receipt of such instructions.




CONSOLIDATED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31

2004 2003 2002
(In thousands, except per share data)
INTEREST INCOME
Interest and fees on loans $152,534 $144,835 $155,803
Interest on investment securities:
Taxable 33,124 36,700 49,554
Tax-exempt 2,104 2,518 2,911
Total interest on securities 35,228 39,218 52,465
Interest on federal funds sold 1,077 749 2,000
Interest on deposits with unafhiliated banks 411 235 776
TOTAL INTEREST INCOME 189,250 185,037 211,044
INTEREST EXPENSE
Interest on deposits 30,741 36,345 55,536
Interest on Federal Home Loan Bank borrowings 10,293 8,381 8,848
Interest on other borrowings — short term 582 539 968
TOTAL INTEREST EXPENSE 41,616 45,265 65,352
NET INTEREST INCOME 147,634 139,772 145,692
Provision for loan losses 3,819 2,834 3,765
NET INTEREST INCOME after provision for loan losses 143,815 136,938 141,927
NONINTEREST INCOME
Service charges on deposit accounts 19,301 16,935 14,002
Trust services revenue 7,396 6,794 6,405
Other charges and fees for customer services 6,595 6,605 7,131
Mortgage banking revenue 3,328 6,954 7,513
Investment securities gains (losses) 1,367 1,296 (768)
Other 1,342 510 251
TOTAL NONINTEREST INCOME 39,329 39,094 34,534
OPERATING EXPENSES
Salaries, wages and employee benefits 57,551 54,480 54,168
Occupancy 9,165 7,921 7,590
Equipment 8,955 8,045 8,391
Other ‘ 22,798 21,477 23,377
TOTAL OPERATING EXPENSES 98,469 91,923 93,526
INCOME BEFORE INCOME TAXES 84,675 84,109 82,935
Federal income taxes 27,993 28,393 27,990
NET INCOME $ 56,682 $ 55,716 $ 54,945
NET INCOME PER SHARE
Basic $ 226 $ 224 $ 221
Diluted 2.25 2.23 2.20
CASH DIVIDENDS PER SHARE 1.01 95 .87

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION (In thousands)

December 31

. 2004 2003
ASSETS
Cash and demand deposits due from banks $ 106,565 $ 131,184
Federal funds sold 34,500 25,900
Interest-bearing deposits with unaffiliated banks 5,869 5,107
Investment securities:
Available for sale (at estimated market value) ) 716,757 728,499
Held to maturity (estimated market value ~ $177,587 in 2004 and $197,983 in 2003) 176,517 193,363
Total investment securities 893,274 921,862
Loans 2,585,585 2,481,275
Less: Allowance for loan losses 34,166 33,179
Net loans 2,551,419 2,448,096
Premises and equipment 47,577 49,616
Intangible assets 74,421 76,846
Accrued income and other assets 50,500 50,277
TOTAL ASSETS . $3,764,125 $3,708,888
LIABILITIES AND SHAREHOLDERS EQUITY
Deposits:
Noninterest-bearing ‘ $ 555,287 § 532,752
Interest-bearing 2,308,186 2,434,484
Tortal deposits 2,863,473 2,967,236
Other borrowings - short term 101,834 91,524
Interest payable and other liabilities 28,986 36,706
Federal Home Loan Bank borrowings 284,996 155,373
Total liabilities 3,279,289 3,250,839
Shareholders’ equity:
-Common stock, $1 par value
Authorized — 30,000 shares
Issued and outstanding — 25,169 shares at December 31, 2004 and
23,801 shares at December 31, 2003 25,169 23,801
Surplus , 378,694 328,774
. Retained earnings 80,266 94,746
- Accumulated other comprehensive income 707 10,728
Total sharcholders’ equity 484,836 458,049
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $3,764,125 $3,708,888

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31

2004 2003 2002
(In thousands)
OPERATING ACTIVITIES
Net income $ 56,682 $ 55716 $ 54,945
Adjustments to reconcile net income to net cash provided by operating
activities:
Provision for loan losses 3,819 2,834 3,765
Gains on sales of loans (2,125) (6,426) (7,442)
Proceeds from sales of loans 158,453 413,212 506,850
Loans originated for sale (153,458) (380,325) (483,384)
Investment securities (gains) losses (1,367) (1,296) 768
Net loss on sale of other real estate 363 112 60
Gain on sale of branch office and insurance book of businesses (553) - -
Depreciation of fixed assets 6,215 5,461 5,837
Amortization of intangible assets 3,810 3,779 4,029
Net amortization of investment securities 9,449 12,225 6,350
Mortgage servicing rights impairment provision (recovery) (793) — 613
Deferred income tax provision 1,115 3,292 1,363
Net (increase) decrease in accrued income and other assets 4,674 (9,833) (6,124)
Net increase (decrease) in interest payable and other liabilities (5,044) 2,561 6,584
NET CASH PROVIDED BY OPERATING ACTIVITIES 81,240 101,312 94,214
INVESTING ACTIVITIES
Bank acquisitions, net of cash assumed - (46,583) -
Ner cash outflow from sale of branch office (5,738)
Securities available for sale:
Proceeds from maturidies, calls and principal reductions 247,081 284,859 271,826
Proceeds from sales 101,967 122,673 3,274
Purchases (359,687) (282,518) (396,666)
Securities held to maturity:
Proceeds from maturities, calls and principal reductions 94,133 181,113 123,656
Purchases : (79,022) (108,834) (191,025}
Nert (increase) decrease in loans (117,998) (250,934) 80,311
Proceeds from sales and pay-offs of other real estate and repossessed assets 6,498 3,302 1,607
Purchases of premises and equipment, net (4,189) (9,881) (5,510)
NET CASH USED IN INVESTING ACTIVITIES (116,955) (106,803) (112,527)
FINANCING ACTIVITIES
Net increase (decrease) in demand deposits, NOW accounts and savings
accounts (48,614) 98,241 139,249
Net decrease in time deposits (49,085) (149,449) (81,501}
Net increase (decrease) in other borrowings - short term 10,403 (23,288) (14,372)
Increase in Federal Home Loan Bank (FHLB) borrowings 160,000 - -
Repayment of FHLB borrowings (30,377) (9,020) (10,500)
Cash dividends paid (25,379) (23,691) . {21,648)
Proceeds from directors” stock purchase plan 219 182 191
Proceeds from exercise of stock options 3,291 5,071 512
Repurchases of common stock - (1,511) (408)
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES 20,458 (103,465) 11,523
DECREASE IN CASH AND CASH EQUIVALENTS (15,257) (108,956) {6,790)
Cash and cash equivalents at beginning of year 162,191 271,147 277,937
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 146,934 $ 162,191 $ 271,147
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Interest paid on deposits, FHLB borrowings and other borrowings — short
term $§ 41,566 $ 46,128 $ 66,394
Federal income taxes paid 27,540 23,870 27,925
Loans transferred to other real estate and repossessed assets 7,986 4,620 4,885

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Years Ended December 31, 2004, 2003 and 2002

Accumulated
Other
Common Retained Comprehensive
(In thousands, except per share data) Stock Surplus  Earnings  Income (Loss) Total
BALANCES AT JANUARY 1, 2002 $22,514 $290,656  $64,792 $11,494 $389,456
Stock dividend - 5% 1,128 34,240 (35,368)
Comprehensive income:
Net income for 2002 54,945
Net unrealized gains on securities available for sale, net of tax
expense of $3,657 ‘ 6,792
Reclassification adjustment for realized net losses included in
net income, net of tax benefit of $269 ) 499
Comprehensive income 62,236
Cash dividends paid of $.87 per share (21,648) (21,648)
Shares issued — stock options ‘ 50 462 512
Shares issued — directors’ stock purchase plan o 7 184 191
Repurchase of shares ' (15) (393) (408)
BALANCES AT DECEMBER 31, 2002 23,684 325,149 62,721 18,785 430,339
Comprehensive income: '
Net income for 2003 55,716
Net unrealized losses on securities available for sale, net of tax
benefit of $3,884 i (7,215)
Reclassification adjustment for realized net gains included in
net income, net of tax expense of $454 (842)
Comprehensive income 47,659
Cash dividends paid of $.95 per share (23,691) (23,691)
Shares issued — stock options 162 4,909 5,071
Shares issued — directors’ stock purchase plan 7 175 182
Repurchase of shares (52) (1,459) (1,511)
BALANCES AT DECEMBER 31, 2003 23,801 328,774 94,746 10,728 458,049
Stock dividend - 5% 1,199 44,584 (45,783)
Comprehensive income:
Net income for 2004 56,682
Net unrealized losses on securities available for sale, net of tax
benefit of $4,918 9,132)
Reclassification adjustment for realized net gains included in
net income, net of rax expense of $478 (889)
Comprehensive income 46,661
Cash dividends paid of $1.01 per share (25,379) (25,379
Shares issued - stock options 162 5,124 5,286
Shares issued - directors’ stock purchase plan 7 212 219
BALANCES AT DECEMBER 31, 2004 $25,169  $378,694  $80,266 $ 707 $484,836

See notes to consolidated financial statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

The accounting and reporting policies of Chemical Financial
Corporation (the “Corporation”) ‘and its subsidiaries
conform to United States generally accepted accounting
principles and prevailing practices within the banking
industry. Management makes estimates and assumptions that
affect the amounts reported in the financial statements and
accompanying footnotes. Actual results could differ from
these estimates. Significant accounting policies of the
Corporation and its subsidiaries are described below:

Basis of Presentation and Principles of Consolidation:
The consolidated financial statements of the Corporation
include the accounts of the parent company and its
subsidiaries, all of which are wholly-owned. Subsidiaries
include Chemical Bank and Trust Company, Chemical Bank
Shoreline, Chemical Bank West, CFC Financial Services,
Inc. and CFC Tide Services, Inc. All significant income and
expenses are recorded on the accrual basis. Intercompany
accounts and transactions have been eliminated in preparing
the consolidated financial statements.

Cash and Cash Equivalents:

For purposes of reporting cash flows, cash and cash
equivalents include cash on hand, amounts due from
unaffiliated banks and federal funds sold. Generally, federal
funds are sold for one-day periods.

Investment Securities Available for Sale:

Investment securities available for sale include those
securities that might be sold as part of the Corporation’s
management of interest rate and prepayment risk in
response to changes in interest rates or in response to a
desite to increase liquidity.

Investment securities available for sale are stated at estimared
market value, with the aggregate unrealized gains and losses,
net of income taxes, classified as a component of
accumulated other comprehensive income. Realized gains
and losses from the sale of investment securities available for
sale are determined using the specific identification method
and are classified as noninterest income in the consolidated
statements of income. Unrealized losses on investment
securities available for sale are recognized in earnings if the
Corporation does not have the ability or intent to hold the
security until market recovery or if full collection of the
amounts due according to the contractual terms of the
security is not expected.

Premiums and discounts on investment securities available
for sale, as well as on investment securities held to maturity,
are amortized over the estimated lives of the related
investment securities.
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Investment Securities Held to Maturity:

Designation as an investment security held to maturity is
made at the time of acquisition and is based on the
Corporation’s intent and ability to hold the security to
maturity. Investment securities held to maturity are stated at
cost, adjusted for the amortization of premium and
accretion of discount to maturity.

Loans:

Loans are stated at their principal amount outstanding. Loan
origination and commitment points are deferred. The
amount deferred is reported as part of loans and is
recognized as interest income over the term of the loan as a
yield adjustment.

Loan performance is reviewed regularly by loan review
personnel, loan officers and senior management. Loan
interest income is recognized on the accrual basis. The past-
due status of a loan is based on the loan’s contractual terms.
A loan is placed in the nonaccrual category when principal
or interest is past due 90 days or more, unless the loan is
both well secured and in the process of collection, or earlier
when, in the opinion of management, there is sufficient
reason to doubt the collectibility of future principal or
interest. Interest previously accrued, but not collected, is
reversed and charged against interest income at the time the
loan is placed in nonaccrual status. The subsequent
recognition of interest income on a nonaccrual loan is then
recognized only to the extent cash is received and where
future collection of principal is probable. Loans are returned
to accrual status when principal and interest payments are
brought current and collectibility is no longer in doubt.
Interest income on restructured loans is recognized according
to the terms of the restructure, subject to the above
described nonaccrual policy.

Nonperforming loans are comprised of those loans
accounted for on a nonaccrual basis, accruing loans
contractually past due 90 days or more as to interest or
principal payments, and other loans for which the terms
have been restructured to provide for a reduction or deferral
of interest or principal because of a deterioration in the
financial position of the borrower.

All nonaccrual commercial and real estate commercial loans
are considered impaired loans by the Corporation. A loan is
defined to be impaired when it is probable that payment of
principal and interest will not be made in accordance with
the contractual terms of the loan agreement. Impaired loans
are carried at the present value of expected cash flows
discounted ar the loan’s effective interest rate or at the fair
value of the collateral, if the loan is collateral dependent. A
portion of the allowance for loan losses may be allocated to
continued on next page




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (CONTINUED)

impaired loans. All nonaccrual commercial loans and real
estate commercial loans are evaluated individually to
determine whether or not an impairment allowance is
required.

Allowance for Loan Losses:

The allowance for loan losses (allowance) is maintained at a
level that, in management’s judgment, is considered to be
adequate to provide for loan losses inhetent in the loan
portfolio. The Corporation maintains formal policies and
procedures to monitor and control credit risk. Management’s
evaluation of the adequacy of the allowance is based on a
continuing review of the loan portfolio, actual loan loss
experience, risk characteristics of the loan portfolio, the level
and composition of nonperforming loans, the financial
condition of the borrowers, balance of the loan portfolio,
loan growth, economic conditions, employment levels of the
Corporation’s local markets, and special factors affecting
specific business sectors.

In determining the allowance and the related provision for
loan losses, the Corporation considers four principal
elements: (i) specific allocations based upon probable losses
identified during the review of the loan portfolio,

(i) allocations established for adversely-rated commercial and
real estate commercial loans, (iii) allocations for all other
loans, based principally on historical loan loss experience,
and (iv) additional allowances to provide for imprecision in
the subjective natute of the specific and general
methodology. This analysis considers subjective factors,
including local and general economic business factors and
trends, changes in the size and/or the general terms of the
loan portfolios,’ changes in loss experience trends, changes in
the amount and portfolio percentage of adversely-rated
commercial and real estate commercial loans, and changes in
the amount and portfolio percentage of past-due loans.
Although the Corporation periodically allocates portions of
the allowance to specific loans and loan portfolios, the entire
allowance is available for any losses that occur. Collection
efforts may continue and recoveries may occur after a loan is
charged against the allowance.

While the Cotporation uses relevant information to
recognize losses on loans, additional provisions for related
losses may be necessary based on changes in economic
conditions, customer circumstances and other credirt risk
factors.

This evaluation involves a high degree of uncertainty. Loans
that are considered uncollectible are charged off and
deducted from the allowance. The provision for loan losses
and recoveries on loans previously charged off are added to
the allowance. The allowance for loan losses is presented as

a reserve against loans, while the allowance for losses on
lending-related commitments is presented in other liabilities
on the balance sheer.

Mortgage Banking Operations:

The origination of mortgage loans is an integral component
of the business of the Corporation. The Corporation
generally sells its originations of long-term fixed interest rate
residential mortgage loans in the secondary market. Gains
and losses on the sales of loans are determined using the
specific identification method. Long-term fixed interest rate
residential mortgage loans originated for sale are generally
held for thirty days or less. The Corporation sells mortgage
loans in the secondary market on either a servicing retained
or released basis. Loans held for sale are carried at the lower
of cost or market on an aggregate basis.

The Corporation accounts for mortgage servicing rights in
accordance with Statement of Financial Accounting
Standards No. 140, “Accounting for Transfers and Servicing
of Financial Assets and Extinguishments of Liabilities”
(SFAS 140). SFAS 140 requires that an asset be recognized
for the rights to service mortgage loans, including those
rights that are created by the originaton of mortgage loans
that are sold with the servicing rights retained by the
originator. The recognition of the asset results in an increase
in the gains recognized upon the sale of the mortgage loans
sold. The Corporation amortizes mortgage servicing rights in
proportion to, and over the life of, the estimated net future
servicing income and performs a periodic evaluation of the
fair market value of the mortgage servicing rights.
Prepayments of mortgage loans result in increased
amortization of mortgage servicing rights as the remaining
book value of the mortgage servicing right is expensed at the
time of prepayment. Any impairment of mortgage servicing
rights is recognized as a valuation allowance, resulting in a
reduction of mortgage banking revenue. The valuation
allowance is recovered when impairmenr no longer exists.
For purposes of measuring impairment, the Corporation
utilizes a third-party modeling software program, which
stratifies capitalized mortgage servicing rights by interest
rate, term and loan type. Servicing income is recognized in
noninterest income when received and expenses are
recognized when incurred.

Premises and Equipment:

Premises and equipment are stated at cost less accumnulated
depreciation. Premises and equipment are depreciated over
the estimated useful lives of the assets. Depreciation is
computed on the straight-line method. The estimated useful
lives are generally 25 to 35 years for buildings and three to
ten years for equipment.
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A summary of premises and equipment at December 31
follows:

2004 2003
(In thousands)
Bank premises $ 67,916 §$ 67,221
Equipment 35,958 35,420
103,874 102,641
Accumulated depreciation (56,297) (53,025)
Total $ 47,577 $ 49,616

Included in bank premises is a building that the
Corporation leases under a fifteen-year capital lease
agreement that expires December 31, 2014. The gross
amount of this lease was $1.4 million at December 31,
2004 and December 31, 2003. The accumulated
amortization was $0.22 million and $0.17 million at
December 31, 2004 and 2003, respectively. The following
schedule shows the future minimum lease payments together
with the present value of this building as of December 31,
2004 (in thousands):

2005 $ 134
2006 150
2007 155
2008 159
Thereafter 1,063
Total minimum lease payments 1,661
Amount representing interest (486)
Present value of minimum lease payments $1,175

Other Real Estate:

Other real estate represents properties acquired through
foreclosure or by acceptance of a deed in lieu of foreclosure.
The carrying values of these properties are periodically
evaluated and are adjusted to the lower of cost or fair
market value minus estimated costs to sell. Other real estate
totaling $6.3 million and $5.6 million at December 31,
2004 and 2003, respectively, is included in other assets in
the consolidated statements of financial position.

Intangible Assets:

Intangible assets consist of goodwill, core deposit and other
intangibles, and mortgage servicing rights. In accordance
with Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets” (SFAS 142),
goodwill is no longer amortized, but is subject to annual
impairment tests in accordance with SFAS 142, Other
intangible assets continue to be amortized over their useful
lives. Core deposit and other intangible assets are amortized
over periods ranging from three to fifteen years on a
straight-line or accelerated basis, as applicable.
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Unconsolidated Investments:

Investments that are not consolidated are accounted for
using either the equity method or the cost method. The
equity method is used for investments in a corporate joint
venture and investments where the Corporation has the
ability to exercise significant influence over the investee’s
operation and financial policies, which is generally presumed
to exist if the Corporation owns more than 20% of the
voting interest of the investee. Equity method investments
are included in “accrued income and other assets” on the
consolidated statements of financial position, with income
and losses recorded in “equity in earnings of unconsolidated
subsidiaries” on the consolidared statements of income.
Unconsolidated equity investments that do not meet the
criteria to be accounted for under the equity method are
accounted for under the cost method. Cost method
investments in publicly traded companies are included in -
“Investment securities available for sale” on the consolidated
statements of financial position. Cost method investments in
non-publicly traded companies are included in “accrued
income and other assets” on the consolidated statements of
financial position, with income distributions (net of write-
downs) recorded in “other” noninterest income on the
consolidated statements of income.

Stock Options:

The Corporation periodically grants stock options for a fixed
number of shares with an exercise price equal to the market
value of the shares on the date of grant. In accordance with
Statement of Financial Accounting Standards No. 123,
“Accounting for Stock-Based Compensation” (SFAS 123),
the Corporation accounts for stock option grants under the
provisions of Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees” (APB 25).
Under APB 25, because the exercise prices of the
Corporation’s employee stock options equal the market
prices of the underlying stock at the dates of grant, no
compensation expense is recognized at the date of grant.
The Corporation has elected to provide pro forma
disclosures for net income and earnings per share as if it had
adopted the fair value accounting method for stock-based
compensation. The stock based compensation plan is
described more fully in Note O.

Other Borrowings — Short Term:

Other borrowings — short term consist primarily of securities
sold under agreements to repurchase, which represent
amounts advanced by customers that are secured by
investment securities owned by the Corporation’s subsidiary
banks, as they are not covered by FDIC insurance. They are
treated as debt and are reflected as a liability in the
consolidated statements of financial position.

continued on next page
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NOTE A - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (CONTINUED)

Pension and Postretirement Benefit Plan Actuarial
Assumptions:

The Corporation’s pension benefit and postretirement
benefit obligations and related costs are calculated using
actuarial concepts and measurements within the framework
of Statement of Financial Accounting Standards No. 87,
“Employer’s Accounting for Pensions” (SFAS 87) and
Statement of Financial Accounting Standards No. 106,
“Employer’s Accounting for Postretirement Benefits Other
than Pensions” (SFAS 106), respectively. Two critical
assumptions, the discount rate and the expected return on
plan assets, are important elements of expense and/or
liability measurement. The Corporation evaluates these
critical assumptions annually. Other assumptions involve
employee demographic factors such as retirement patterns,
mortality, turnover and the rate of compensation increase.

The discount rate enables the Corporation to state expected
future benefit payments as a present value on the
measurement date. The guideline for setting this rate is a
high-quality long-term corporate bond rate. A lower
discount rate increases the present value of benefit
obligations and increases pension and postretirement benefit
expense. The Corporation decreased the discount rate used
to determine benefit obligations to 5.75% as of

December 31, 2004 from 6.00% as of December 31, 2003

to reflect market interest rate conditions.

To determine the expected long-term rate of return on the
plan assets, the Corporation considers the current and
expected asset allocation, as well as historical and expected
returns on each plan asset class. A lower expected rate of
return on pension plan assets will increase pension expense.
The long-term expected return on plan assets was 8.00% in
both 2004 and 2003, respectively. See Note H to the

consolidated financial statements.

Income Taxes:

The Corporation files a consolidated federal income tax
return and is responsible for the payment of any tax liability
of the consolidated organization. Income tax expense is
based on income and expenses, as reported in the
consolidated financial statements. When income and
expenses are recognized in different periods for tax purposes
than for book purposes, applicable deferred taxes are
provided for in the consolidated financial statements.

Earnings Per Share:

Basic and diluted earnings per share are calculated in
accordance with Statement of Financial Accounting
Standards No. 128, “Earnings per Share” (SFAS 128). All

earnings per share amounts for all periods presented
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conform to the requirements of SFAS 128. Basic earnings
per share for the Corporation is computed by dividing net
income by the weighted average number of common shares
outstanding during the period. Diluted earnings per share
for the Corporation is computed by dividing net income by
the sum of the weighted average number of common shares
outstanding and the dilutive effect of common stock
equivalents outstanding during the period.

The Corporation’s common stock equivalents consist of
common stock issuable under the assumed exercise of stock
options granted under the Corporation’s stock option plans,
using the treasury stock method. Average common stock
equivalents in 2004, 2003 and 2002 were 87,772, 66,053
and 68,626, respectively. The following table summarizes
the number of shares used in the denominator of the basic
and diluted earnings per share computations for the years

ended December 31:

2004 2003 2002

Denominator for basic
earnings per share

Denominator for diluted
earnings per share

25,130,082 24,877,785 24,860,454

25,217,854 24,943,838 24,929,080

Comprehensive Income:

Comprehensive income of the Corporation includes net
income and an adjustment to equity for unrealized gains
and losses on investment securities available for sale, net of
income taxes, as required under Statement of Financial
Accounting Standards No. 130, “Reporting Comprehensive
Income” (SFAS 130). The Corporation displays
comprehensive income as a component in the consolidated
statements of changes in shareholders’ equity.

Operating Segment:

It is management’s opinion that the Corporation operates in
a single operating segment — commercial banking. The
Corporation is a financial holding company that operates
three commercial banks, a title insurance company and an
insurance subsidiary, each as a separate direct subsidiary of
the Corporation. The Corporation’s three commercial bank
subsidiaries operate as community banks and offer a full
range of commercial banking and fiduciary products and
services to the residents and business customers in their
geographical market areas. The products and services offered
by the commercial bank subsidiaries are generally consistent
throughour the Corporation, as generally is the pricing of
these products and services. These services include personal
and business checking accounts, savings and individual
retirement accounts, time deposit instruments, electronically
accessed banking products, residential and commercial real
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estate financing, commercial lending, consumer financing,
debit cards, safe deposit services, automated teller machines,
access to insurance and investment products, money transfer
services, corporate and personal trust services and other
banking services. Each of the Corporation’s commercial
bank subsidiaries operates exclusively within the State of
Michigan. The marketing of products and services by the
Corporation’s subsidiary banks is generally uniform, as some
of the markets served by the subsidiaries overlap. The
distribution of products and services is uniform throughout
the Corporation’s commercial bank subsidiaries and is
achieved primarily through retail branch banking offices,
automated teller machines and electronically accessed
banking products. The commercial bank subsidiaries are
state chartered commerecial banks and operate under the
same banking regulations.

The Corporation’s primary sources of revenues are from its
loan products and investment securities.

The following table summarizes the Corporation’s revenue
from its specific loan products for the years ended
December 31:

2002

2004 - 2003
(In thousards)
Interest income and fee
revenue: -
Commercial $ 26,418 $ 21,088 § 22,706
Real estate construction 7,249 6,649 8,070
Real estate commercial 42,066 35,173 34,753
Real estate residential 44,166 47,289 50,557
Consumer 32,635 34,636 39,717
Total $152,534 $144,835  $155,803

Common Stock:

All per share data and share amounts included in the
consolidated financial statements and in the related notes
thereto have been retroactively adjusted to reflect stock
dividends paid on January 28, 2005 and January 24, 2003.

Business Combinations:

In compliance with Statement of Fmanc1al Accounting
Standards No. 141, “Business Combinations” (SFAS 141),
the purchase method of accounting is to be used for all
business combinations initiated after June 30, 2001.

SFAS 141 includes guidance on the initial recognition and
measurement of goodwill and other intangible assets arising
from business combinations. SFAS 142 prohibits the
amortization of goodwill and intangible assets with
indefinite useful lives. SFAS 142 requires that these assets be
reviewed for impairment at least annually. Intangible assets
with finite lives continue to be amortized over their
estimated useful lives.

33

Recent Accounting Pronouncements:

In January 2004, the Financial Accounting Standards Board
(FASB) issued a FASB Staff Position (FSP), “Accounting
and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act of
2003,” subsequently revised May 12, 2004. The FSP
permitted a sponsor of a postretirement health care plan that
provides a prescription drug benefit to make a one-time
election to defer accounting for the effects of the Medicare
Prescription Drug, Improvement and Modernization Act of
2003 (the “Act”) and required certain disclosures pending
further consideration of the underlying accounting issues. In
accordance with the FSP, the Corporation elected to defer
accounting for'the effects of the Act. The Act, signed into
law by President Bush on December 8, 2003, introduces a
prescription drug benefit under Medicare (Medicare Part D).
In an effort to dissuade companies from curtailing any
existing drug benefits (and thus transferring the liability to
the government), the Act provides for the government to
pay companies (beginning in 2006) a subsidy of 28% of
drug costs between $250 and $5,000, tax-free, if the
company provides coverage that is “actuarially equivalent” to
the coverage provided under Medicare Parc D.

At the time of issuance of the FSP, the detailed regulations
necessary to implement the Act had not been issued,
including i) the manner in which actuarial equivalency must
be determined, and ii) the evidence required to demonstrate
actuarial equivalency to the Secretary of Health and Human
Services. In addition, the magnitude of the subsidy for a
sponsor depends on how many Medicare-eligible retired plan
participants choose not to enroll in the voluntary Medicare
Part D plan. Further, specific regulations regarding the
documentation requirements and payment/reimbursement
mechanism for the subsidy are yet to be defined by the
appfqpriate administrative agency.

On May ‘19, 2004, the FASB issued FSP 106-2, which
provides authoritative guidance in the accounting for the
federal subsidy resulting from the Act. The Corporation
adopted FSP 106-2 effective July 1, 2004. The
Corporation’s measures of the net periodic postretirement
benefit cost do not reflect an amount associated with the
federal subsidy because the Corporation, as of December 31,
2004, believed that the benefits provided by the Retiree Plan
(see note H) are not actuarially equivalent to Medicare

Part D under the Act. The Corporation’s postretirernent
benefits plan may be amended to benefit from the new
legislation. The Corporation has determined that the impact
of FSP 106-2 is not material to the consolidated statements
of financial position and income.

In March 2004, the Emerging Issues Task Force (EITF), a
standard setting body working under the FASB, reached a
revised consensus on EITF Issue No. 03-1, “The Meaning
of Other than Temporary Impairment and its Application to
continued on next page
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NOTE A - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (CONTINUED)

Certain Investments.” The revised consensus contained a
model to be used in determining whether an investment is
other-than-temporarily impaired and guidance on the
recognition of other-than-temporary impairment. The other-
than-témporary impairment evaluation and recognition
guidance was to be effective on July 1, 2004. In September
2004, the FASB issued FSP EITF Issue No. 03-1-a, which
delayed the effective date of the guidance in EITF Issue
No. 03-1 related to the evaluation and recognition of
impairmenf on investments. In September 2004, the FASB
also issued a proposed FSP which would, if adopted, revise
the other-than-temporary impairment guidance contained in
EITF Issue No. 03-1. The FASB had not issued final
authoritative guidance on this topic at December 31, 2004.
When this occurs, the effect of this guidance on the
Corporation’s financial condition and results of operations,
if any, will be determined.

On December 16, 2004, the FASB issued Statement of
Financial Accounting Standards No. 123(R) “Share-Based
Payment” (SFAS 123(R)), which is a revision of SFAS

No. 123, “Accounting for Stock-Based Compensation.”
SFAS 123(R) supersedes APB Opinion No. 25 “Accounting
for Stock Issued to Employees,” and amends Statement of
Financial Accounting Standards No. 95, “Statement of Cash
Flows.” Generally, the approach in SFAS 123(R) is similar
to the approach described in SFAS 123. However, SFAS
123(R) requires all share-based payments to employees,
including grants of employee stock options, to be recognized
in the income statement based on their fair values. Pro
forma disclosure is no longer an alternative.

SFAS 123(R) must be adopted no later than July 1, 2005.
Early adoption is permitted in periods in which financial
statements have not yet been issued. The Corporation
expects to adopt SFAS 123(R) on July 1, 2005.

SFAS 123(R) permits public companies to adopt its
requirements using one of two methods:

1. A “modified prospective” method in which compensation
cost is recognized beginning with the effective date
(a) based on the requirements of SFAS 123(R) for all
share-based payments granted after the effective date and
(b) based on the requirements of SFAS 123 for all awards
granted to employees prior to the effective date of SFAS
123(R) that remain unvested on the effective date.

2. A “modified 'retrospective” method which includes the
requirements of the modified prospective method

described above, but also permits entities to restate based
on the amounts previously recognized under SFAS 123
for purposes of pro forma disclosures either (a) all prior
periods presented or (b) prior interim periods of the year
of adoption.

As of December 31, 2004 the Corporation had not
determined the method or assumptions that it will use to
adopr SFAS 123(R) on July 1, 2005.

As permitted by SFAS 123, the Corporation currently
accounts for share-based payments to employees using APB
Opinion No. 25’ intrinsic value method and, as such,
generally recognizes no compensation cost for employee
stock options. Accordingly, the adoption of SFAS 123(R)’s
fair value method will have an impact on the Corporation’s
consolidated results of operations, although it will have no
impact on its overall financial position. The impact of
adoption of SFAS 123(R) cannot be predicted at this time
because it will depend on levels of share-based payments
granted in the future. However, had the Corporation
adopted SFAS 123(R) in prior periods, the impact of that
standard would have approximated the impact of SFAS 123
as described in the disclosure of pro forma net income and
earnings per share in Note O to the consolidated financial
statements. SFAS 123(R) also requires the benefit of tax
deductions in excess of recognized compensation cost to be
reported as a financing cash flow, rather than as an
operating cash flow as required under current literature. This
requirement will reduce net operating cash flows and
increase pet financing cash flows in periods after adoption.
While the Corporation cannot estimate what those amounts
will be in the future (because they depend on, among other
things, when employees exercise stock options), the amount
of operating cash flows recognized in prior periods for such
excess tax deductions were $609,000, $504,000, and
$56,000 in 2004, 2003 and 2002, respectively.

In December 2003, the FASB revised Statement of Financial
Accounting Standards No. 132, “Employers’ Disclosures
about Pension and Other Postretirement Benefits”

(SFAS 132). The revision retains the disclosures required by
the original SFAS 132 and requires additional disclosures
about the assets, obligations, cash flows and net periodic
benefit cost of defined benefit pension and postretiremnent
plans. See Note H for the additional pension and other
postretirement benefit disclosures. The Corporation adopted
the provisions of the revisions as of December 31, 2003.
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In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities,” which provides
guidance on how to identify a variable interest entity (VIE),
and when the assets, liabilities, noncontrolling interests and
results of operations of a VIE need to be included in a
company’s consolidated financial statements. This
interpretation was revised in December 2003 with the
issuance of Interpretation No. 46(R), “Consolidation of
Variable Interest Entities” (FIN 46(R)). The Corporation
adopted the provisions of FIN 46(R) effective December 31,
2003 for all interests held in a VIE. .

In general, a VIE is an entity that either (1) has an
insufficient amount of equity to carry out its principal
activities without additional subordinated financial support,
(2) has a group of equity owners that are unable to make
significant decisions about its activities, or (3) has a group' of
equity owners that do not have the obligation to absorb
losses or the right to receive returns generated by its
operations. If any of these characteristics is present, the
entity is subject to a variable interests consolidation model,
and consolidation is based on variable interests, not on
ownership of the entity’s outstanding voting stock. Variable
interests are defined as contractual, ownership, or other
money interests in an entity that change with fluctuations in
the entity’s net asset value. The primary beneficiary
consolidates the VIE; the primary beneficiary is defined as
the enterprise that absorbs a majority of expected losses or
receives a majority of residual returns (if the losses or returns
occur), or both.

The following provides a summary of the VIE in which the
Corporation has a significant interest, and discusses the

accounting changes that resulted from the adoption of
FIN 46(R).

The Corporation is a significant limited partner in one low
income housing tax credit partnership that was acquired in
2001 as part of the merger with Shoreline Financial
Corporation (SFC). SEC acquired the limited partnership
interest of the low income housing tax credit partnership in
2000. SFC invested in a low income housing tax credit
project to promote the revitalization of a low-to-moderate
income neighborhood. As a limited partner in chis
unconsolidated project, the Corporation is allocated tax
credits and deductions associated with the underlying
project. This entity meets the FIN 46(R) definition of a
VIE. As of December 31, 2004, the Corporation is not the
primary beneficiary of the VIE it holds an’interest in, and
therefore the equity investment in the VIE is not
consolidated in the financial statements. The low income
housing tax credit partnership had approximately
$10.4 million in assets ar December 31, 2004. Exposure to
loss as a result of its involvement with this entity at
December 31, 2004 was limited to approximately
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$2.0 million of book basis of the Corporation’s investment,
which includes unfunded obligations to this project of
$1.6 million. The Corporation’s future financial obligation
to this project of $1.6 million was recorded as follows:
$1.4 million in other liabilities and $0.2 million in FHLB
borrowings, assumed by the Corporation on behalf of the
project, and recorded as such, at December 31, 2004.

Reclassification:

Certain amounts in the 2003 and 2002 consolidated
financial statements and notes thereto have been reclassified
to conform with the 2004 presentation. Such
reclassifications had no impact on shareholders’ equity or net
income. " '

NOTE B - MERGERS'AND ACQUISITIONS

During the three years ended December 31, 2004, the
Corporation completed the following mergers and
acquisitions:

The Corporation acquired Caledonia Financial Corporation
(Caledonia), a one-bank holding company headquartered in
Caledonia, Michigan, on December 1, 2003. As of that
date, Caledonia had total assets of $211 million, net loans
of $184 million, total deposits of $171 million and
shareholders’ equity of $22.3 million. Shareholders of
Caledonia received $39.00 cash for each share of Caledonia
common stock in a taxable transaction. The total value of
the transaction was approximately $56.8 million, of which-
$52.3 million was paid in cash and $4.5 million represented,
the value of stock options. The purchase price represented a
premium over book value of $34.5 million. The acquisition
was accounted for by the purchase method; therefore, the
financial results of Caledonia were included from the =~
acquisition date, with no restatement of prior period
amounts.

The Corporation continued to operate Caledonia’s bank
subsidiary, State Bank of Caledonia, with branch offices in
Caledonia, Dutton, Middleville and Kalamazoo, as a
separate subsidiary until June 2004. At that time, the
Corporation restructured the State Bank of Caledonia into
two of the Corporation’s three existing bank subsidiaries.
The branches in Caledonia, Middleville and Dutton became
part of Chemical Bank Wiest, headquartered in the Grand
Rapids area, and the Kalamazoo branch became a part of
Chemical Bank Shoreline, headquartered in Benton Harbor. -

On September 30, 2003, the Corporation .consolidated CFC
Data Corp, its wholly-owned data processing subsidiary, into
the parent. The data processing operations are primarily
performed for the Corporation’s bank subsidiaries.
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NOTE C - INVESTMENT SECURITIES

The following is a summary of the amortized cost and
estimated market value of investment securities available for
sale and investment securities held to maturity at
December 31, 2004 and 2003 (in thousands):

Investment Securities Available for Sale:

The amortized cost and estimated market value of debt and
equity securities at December 31, 2004, by contractual
maturity for both available for sale and held to maturity
investment securities follows:

Investment Securities Available for Sale:

December 31, 2004

Gross Gross  Estimated Estimated
Amortized Unrealized Unrealized Market Amortized  Market
December 31, 2004 Cost Gains Losses Value Cost Value
U.S. Treasury and agency
securities $348,746 $1,945  $1,672 $349,019 (In thousands)
Sta“f; ;ﬂfi_POHtical 12,983 553 3 1353 Due in one year or less $178,137  $179,751
subpavisions 3 y. 2 220,
Mortgage-backed securities 282,908 1,541 2,012 282,437 822 ﬁ: o 5:2‘; tiﬁfoigghhﬁ:i };zr; 22;’5?2 9 é‘g
ll M 3 b
Co aEeral-md mortgage Due after ten years 1,464 1,542
obligations 1,432 28 1 1,459 y N
Corpotate bonds 48,678 230 162 48,746 Mortgage-.backed securities 282,908 282,437
Total debt securities 694,747 4,297 3,850 695,194 Coll.aterahzestl mortgage obligations 1,432 1,459
Equity securities 20,921 642 - 21,563 Equity securities 20,921 21,563
Total $715,668  $4,939 $3,850 $716,757 Total $715,668 $716,757
Gross Gross  Estimated . N
Amortized Unrealized Unrealized Market Investment Securities Held to Maturity:
December 31, 2003 - Cost Gains Losses Value
Us. Treasury and agency December 31, 2004
securities $463.448  $11,041  $210  $474,279 Estimated
States and political . .
subdivisions 18,214 808 - 1902 Amortized  Market
Mortgage-backed securities 124,910 1,958 102 126,766 Cost Value
Collateralized mortgage (In thousands)
obligations 1,938 58 1 1,995 .
%Po;gm bonds 81,080 1,787 2 82.865 Due in one year or less $ 69,713 $ 69,889
Total debr securities 689,590 15,652 315 704027  Due after one year through five years 92,177 92,479
Equiy securities 2ad 12 4 msm D igef five years through ten years ;’ggg ;’gg‘é
Total 11,994  $16,864 9 28,4 ue alter ten years - > ’
= $711,904 8 $35 5728499 Mortgage-backed securities 1,419 1,527
gag
Total 176,517 177,58
Investment Securities Held to Maturity: 2 3 3 z
Gross Gross  Estimated Investment securities with a book value of $362.6 million at
Amortized Unrealized Unrealized Market December 31, 2004 were pledged to collateralize public
December 31, 2004 Cost Gains Losses Value fu d . d & h ired by 1
US, Teasony and agengy nd deposits and for other purposes as required by law; at
securities $141,622 $ 553 $534  $141,641 DCCember' 3'1, 2003, the corresponding amount was
States and political $343.4 million.
subdivisions 31,221 961 18 32,164 ) i .
Mortgage-backed securities 1,419 108 - 1,527 The Corporation recognized net gains on investment
Other debt securities 2,255 - - 2,255 securities of $1.37 million during 2004, net gains of
Total $176,517 $1,622 $552  $177,587 $1.30 million in 2003 and net losses of $0.77 million in
December 31. 2003 2002. During 2002, the Corporation recorded a
U SC? : 1 $0.47 million write-down to market value relating to certain
’ Se'cuifff;ry and agency "$153585  $2.960 $ 5 $156,540 equity securities, as part of its total net investment securities
States and political losses of $0.77 million, as the Corporation projected that
subdivisions N 34,233 1425 - ~ 35,658 the decline in the market value of these securities was “other
gg;rg*:ig:;:tilzi‘ii:gurmes %’gég 23? - %’ggg than temporary.” The equity securities were sold in 2004 at
- ~ : a book gain of $0.61 million. The equity securities portfolio
$4,625 $ 5 3197983

Total $193,363

at December 31, 2004 consisted of $1.6 million of common
and preferred stocks of various publicly and non-publicly
traded entities, $18.7 million of Federal Home Loan Bank
stock and $1.3 million of Federal Reserve Bank stock.
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An analysis is performed quarterly by the Corporation to unrealized losses on investment securities are temporary in
determine whether unrealized losses in its investment - nature and due primarily to changes in interest rates and
securities portfolio are temporary or other-than-temporary. not as a result of credit related issues. The Corporation has
The Corporation reviews factors such as financial statements,  both the intent and ability to hold the securities described
credit ratings, news releases and other pertinent information in the previous table to maturity or until such time as the
of the underlying issuer or company to make its unrealized losses reverse.

determination. Management does not believe any individual ) ) ) ) )
unrealized loss as of December 31, 2004 represents an other- The Corporation did not have a trading portfolic during the

than-temporary impairment. Management believes that the three years ended December 31, 2004.

The following table presents the age of gross unrealized losses and estimated market value by investment category.

December 31, 2004

Less Than 12 Months 12 Months or More Total
Estimated Estimated Estimated Estimated Estimated Estimated
Gross Gross Gross Gross Gross Gross
Market Unrealized Market Unrealized Market Unrealized
Value Losses Value Losses Value Losses
(In thousands) ‘
U.S. Treasury and agency securities $207,352 $1,731 $32,032 $475 $239,384 $2,206
States and political subdivisions 3,062 21 - - 3,062 21
Mortgage-backed securities 190,999 1,987 6,357 25 197,356 2,012 1
Collateralized morigage obligations 182 1 265 - 447 1 ‘
Corporate bonds 17,505 147 1,132 15 18,637 162
Equity securities - - - - - -
Total . $419,100 $3,887 $39,786 $515 $458,886 $4,402
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NOTE D - SECONDARY MARKET
MORTGAGE ACTIVITY

For the three years ended December 31, 2004, activity for
capitalized mortgage servicing rights was as follows (in
thousands):

2004 2003 2002

Mortgage Servicing Rights:
Beginning of year $ 3264 § 2495 § 2,844
Additions 677 1,960 2,340
Addition from bank

acquisition - 705 -
Amortization (1,537) (1,896) {2,076)
Impairment (provision)

recovery 793 - (613)
End of year $ 3,197 $ 3264 3 2,495
Loans sold and serviced that

have servicing rights

capitalized $596,390  $633,029  $543,255

The Corporation assumed $114 million of loans serviced for
others in the Caledonia acquisition during 2003.

The activity in the valuation allowance for capitalized
mortgage servicing righes during the three years ended

December 31, 2004 follows (in thousands):

2004 2003 2002
Valuation allowance, beginning of year  $793  $793  $180
Impairment provision - - 613
Impairment recovery (793) - -
Valuation allowance, end of year $ - 3793  $793

The fair value of mortgage servicing rights (MSRs) was
estimated by calculating the present value of estimated
future net servicing cash flows, taking into consideration the
expected prepayment rates, discount rates, servicing costs
and other economic factors which are based on current
market conditions. The prepayment speed and the discount
rate are the most significant factors affecting the MSR
valuation. Increases in mortgage loan prepayments reduce
estimated future net servicing cash flows because the life of
the underlying loan is reduced. Expected loan prepayment
rates are validated by a third-party model. At December 31,
2004, the weighted average constant prepayment rate used
was 17% and the discount rate was 8%.

During 2004 and 2003, the Corporation did not record an
impairment provision as there was no decline in the

estimated fair value of MSRs compared o the recorded
book value. During 2004, the Corporation recovered the
impairment valuation allowance of $.79 million, as the
estimated fair value of the MSRs at December 31, 2004
exceeded the book value (original cost less accumulated
amortization) of MSRs. An impairment provision of

$0.61 million was recorded in 2002. The impairment
provision in 2002 reduced mortgage banking revenue shown
on the consolidated statements of income. The decline in
the estimated fair value of MSRs in 2002 was due to the
decline in overall market interest rates of residential
mortgages and the corresponding increase in prepayments of
loans serviced for others.

NOTE E - LOANS

The following summarizes loans as of December 31:

2004

2003
{In thousands)
Commercial $ 468,970 $§ 405,929
Real estate construction 120,900 138,280
Real estate commercial 697,779 628,815
Real estate residential 760,834 767,199
Consumer 537,102 541,052
Total loans $2,585,585  $2,481,275

The Corporation’s subsidiary banks have extended loans to
its directors, executive officers and their affiliates. The loans
were made in the ordinary course of business upon normal
terms, including collateralization and interest rates prevailing
at the time and did not involve more than the normal risk
of repayment by the borrower or present other unfavorable
features. The aggregate loans outstanding to the directors,
executive officers and their affiliates totaled approximately
$42.6 million at December 31, 2004 and $45.5 million at
December 31, 2003. During 2004, there were approximately
$26.4 million of new loans and other additions, while
repayments and other reductions totaled approximately

$29.3 million.

Loans held for sale were $2.1 million at December 31,

2004, $4.9 million at December 31, 2003 and

$31.4 million at December 31, 2002. The higher amount of
loans held for sale at the end of 2002 was attributable two

the significant decline in overall market interest rates at the
end of 2002, resulting in a historically high level of
refinance volume as of that date.
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Changes in the allowance for loan losses were as follows for
the years ended December 31:

2004 2003 2002
(In thousands)

Balance at beginning of

year $33,179  $30,672  $30,994

Loan charge-offs (3,963) (4,071) (4,830)

Loan recoveries 1,131 719 743
Net loan charge-offs (2,832) (3,352) (4,087)
Provision for loan losses 3,819 2,834 3,765
Allowance of bank

acquired - 3,025 -

Balance at end of year $34,166  $33,179  $30,672

A summary of nonperforming loans at December 31
follows:

2004 2003 2002
(In thousands)
Nonaccrual loans $ 8,397 $ 6,691  $4,859

Accruing loans
contractually past due
90 days or more as to
interest or principal

payments 1,653 4,656 2,422
Total nonperforming loans  $10,050  $11,347  $7,281

Interest income totaling $340,000 was recorded on
nonaccrual loans in 2004 compared to $218,000 in 2003
and $135,000 in 2002.

A summary of impaired loans and related valuation allowance follows:

Impaired Loans Valuation Allowance

2004

2003 2002 2004 2003 2002

Balances — December 31:

(In thousands)

Impaired loans with valuation allowance $ 804 $1,107 $1,046 $379  $798  $300

Impaired loans with no valuation allowance 3,762 4,344 1,301 - - -
Total impaired loans $4,566  $5451 $2,347  $379  $798 3300
Average balance of impaired loans during the year $4,237  $3,819  $6,410
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NOTE F - DEPOSITS

A summary of deposits follows:

December 31

2004 2003
(In thousands)
Noninterest-bearing demand $ 555287 $ 532,732
Interest-bearing demand 517,409 537,342
Savings 928,026 983,085
Time deposits over $100,G600 218,232 169,707
Other time deposits 644,519 744,350
Total $2,863,473  $2,967,236

Excluded from total deposits are demand deposit account
overdrafts, which have been reclassified as loans. At
December 31, 2004 and 2003, these overdrafts totaled
$2.8 million and $2.6 million, respectively. Time deposits
with remaining maturities of one year or more were
$319.3 million at December 31, 2004. The maturities of
these time deposits are as follows: $141.8 million in 2006,
$104.5 million in 2007, $57.6 million in 2008,

$2.9 million in 2009 and $12.5 million thereafter.

NOTE G - FEDERAL INCOME TAXES

The provision for federal income taxes is less than that
computed by applying the federal statutory income tax rare
of 35%, primarily due to tax-exempt interest on investment
securities and Joans, as shown in the following analysis for
the years ended December 31:

2004 2003 2002
(In thousands)
Tax at statutory rate $29,636  $29,438  $29,027
Changes resulting from:
Tax-exempt interest income (876) (954)  (1,228)
Other, net (767) (91) 191
Total federal income tax expense  $27,993  $28,393  $27,990

The provision for federal income taxes consisted of the
following for the years ended December 31:

2004 2003 2002
. (In thousands)
Current $26,878 325,101  $26,627
Deferred 1,115 3,292 1,363
Total $27,993  $28,393  $27,990

Deferred income taxes reflect the net tax effects of
temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the
amounts used for income tax purposes. Significant
temporary differences that comprise the deferred rax assets

and liabilities of the Corporation were as follows as of
December 31:

2004 2003
(In thousands)

Deferred tax assets:

Allowance for loan losses $11,579 $11,163
Accrued expenses 2,204 2,000
Investment securities marked to market 389 769
Other 1,670 2,498
Total deferred tax assets 15,842 16,430
Deferred tax liabilities:
Investment securities available for sale 381 5,776
Premises and equipment 1,237 1,180
Employee benefir plans 1,034 644
Mortgage servicing rights 1,119 1,142
Goodwill 1,278 1,025
Other 925 1,080
Total deferred tax liabilities 5,974 10,847
Nert deferred tax assets $ 9,868

$ 5583

Federal income rtax expense (benefit) applicable to gains
(losses) on investment securities transactions was »
$0.26 million in 2004, $0.47 million in 2003 and $(0.1)
million in 2002, and is included in federal income taxes on
the consolidated statements of income.

NOTE H - PENSION AND
POSTRETIREMENT BENEFITS

The Corporation has one noncontributory defined benefic
pension plan (“Plan”) covering the majority of its employees.
Normal retirement benefits of the Plan are based on years of
service and the employee’s average annual pay for the five
highest consecutive years during the ten years preceding
retirement under the Plan. Contributions are intended to
provide not only for benefits attributed to service-to-date, but
also for those expected to be earned in the furure.

The assets of the Plan are invested by the Trust and
Investment Management Services Department of the
Corporation’s bank subsidiary, Chemical Bank and

Trust Company. The investment policy and allocation of the
assets of the Pension Trust were approved by the Pension
Committee of the Board of Directors of the Corporation.

The assets of the Plan are invested in a diversified portfolio
of U.S. Government Treasury notes, U.S. Government
agency notes and high quality corporate bonds and equity
securities, primarily blue chip stocks. The notes and the
bonds purchased are rated A or better by the major bond
rating companies and mature within five years from the date
of purchase. The stocks are diversified among the major
economic sectors of the market and are selected based on
balance sheet strength, expected earnings growth, the
management team, and position within their industries,
among other characteristics.
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The Plan’s asset allocations at December 31, 2004 and
2003, by asset category, were as follows:

Plan Assets at
December 31

Asset Category 2004 2003
Equity securities 67.2% 68.4%
Debt securities 287  30.2
Other 4.1 14
Total 100% 100%

As of December 31, 2004, based upon current market
conditions, the Corporation’s strategy was to maintain
equity securities between 60% and 70% of toral Plan assets,
and the “Other” category was expected to be maintained at
less than 10% of total Plan assets. As of December 31, 2004
and December 31, 2003, equity securities included 211,395
shares of the Corporation’s common stock. During 2004,
$0.2 million in cash dividends were paid on the
Corporation’s common stock held by the Plan. The market
value of the Corporation’s common stock held in the Plan
was $8.6 million at December 31, 2004 and $7.3 million at
December 31, 2003, and represented 11.9% and 11.4%,

respectively, of total Plan assets as of these dates.

The measurement date used to determine both pension and
other postretirement benefit amounts disclosed herein was
December 31 of cach year.

The following table sets forth the changes in the benefit
obligation and plan assets of the Plan:

2004 2003
(In thousands)

Projected benefit obligation:

Benefit obligation at beginning of year $69,906  $60,019
Service cost 4,510 3,643
Interest cost 4,135 3,841
Net actuarial loss (313) 4,924
Benefits paid (2,197) (2,521)
Benefit obligation at end of year $76,041  $69,906
Fair value of plan assets:
Beginning fair value $64,43¢  $49,969
Actual return on plan assets 5,066 8,902
Employer contributions 4,634 8,084
Benefits paid (2,197) (2,521)
Fair value of plan assets at end of year $71,937  $64,434
Funded status of the plan $(4,104) $(5,472)
Unrecognized net actuarial loss 16,078 16,419
Unrecognized prior service benefit (172) (220)
Prepaid benefit cost $11,802 $10,727

The Corporation’s accumulated benefit obligation as of
December 31, 2004 and 2003 was $58.9 million and
$54.1 million, respectively.

During 2004, the Corporation contributed $4.6 million to
the Plan. The Corporation has historically contributed the
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maximum amount deductible under Internal Revenue
Service regulations to the Plan. The 2005 maximum
deductible Plan contribution was estimated at $5.3 million.
As of December 31, 2004, based upon the estimate, the
Corporation anticipated making the maximum deductible
contribution in 2005.

Weighted-average rate assumptions as of December 31
follow:

2004 2003 2002

Discount rate used in determining

benefit obligations : 575% 6.00% 6.50%
Discount rate used in determining

pension expense 6.00% 6.50% 7.00%
Expected long-term return on Plan '

assets 8.00% 3.00% 8.00%
Rate of compensation increase 5.00% 5.00% 5.00%
Net periodic pension cost of the Plan consisted of the
following for the years ended December 31:

2004 2003 2002
(In thousands)

Service cost $ 4,510 $3,643 $3,065
Inrterest cost 4,135 3,841 3,503
Expected return on Plan assets (5,422)  (4,973) (4,409
Amortization of transition

amount - (11) (15)
Amortization of prior service

benefit (36) (46) (55)
Amortization of unrecognized

net loss 372 — —
Pension expense $3,559 $2454 $2,089

The following table presents estimated future Plan benefit
payments (in thousands):

2005 $ 2,163
2006 2,490
2007 2,736
2008 3,076
2009 3,353
2010 — 2014 22,706
Total $36,524

Other Employee Benefit Plans:

The Corporation maintains a 401(k) Savings Plan with an
employer match. The Corporation matches 50% of the
participants’ elective deferrals on the first 4% of the
participants’ compensation. Expense under the 401(k)
Savings Plan was $0.52 million in 2004 and 2003 and
$0.48 million in 2002.

The Corporation has a postretirement benefit plan that
provides medical benefits, and dental benefits through age
65, to a small portion of its employees, to employees who
retired through December 31, 2001, and others who are
provided eligibility via acquisitions. Through December 31,

continued on next page
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NOTE H -~ PENSION AND
POSTRETIREMENT BENEFITS (CONTINUED)

2001, eligibility for such benefits was age 55 with at least
ten years of service with the Corporation. Effective

January 1, 2002, the Corporation adopted a revised retiree
medical program (“Retiree Plan”), which substantially
reduced the future obligation of the Corporation for retiree
medical and dental costs. Retirees and certain employees
that met age and service requirements as of December 31,
2001 were grandfathered under the Retiree Plan. As of
December 31, 2004, the Retiree Plan included 44 employees
that are in the grandfathered group, and 121 retirees.
Retirees are required to make contributions toward the cost
of their benefits based on their years of credited service and
age at retirement. Retiree contributions are generally
adjusted annually. The accounting for these postretirement
benefits anticipates changes in future cost-sharing features
such as retiree contributions, deductibles, copayments and
coinsurance. The Corporation reserves the right to amend,
modify or terminate these benefits at any time. Employees
who retire at age 55 or older and have at least ten years of
service with the Corporation are provided access to the
group health insurance coverage for themselves and their
spouses. There is no employer subsidy. These employees are
not considered eligible to participate in the Retiree Plan.

The following table sets forth changes in the Corporation’s
postretirement benefit obligation:

2004 2003

(In thousands)
Accumulated postretirement benefit obligation:

Benefit obligation at béginning of year $5722  $4,140
Service cost 30 22
Interest cost 316 261
Net actuarial (gain) loss (457) 1,212
Increase due to bank acquisition - 326
Benefits paid, net of retiree contributions (283) (239)
Benefit obligation ar end of year $5328 §$5,722
Unfunded status of the plan $5,328 $5,722
Unrecognized net actuarial loss (1,659)  (2,440)
Unrecognized prior service credit 2,571 2,895
Accrued postretirement benefit cost $6,240 $6,177

Net periodic postretirement benefit cost consisted of the
following for the years ended December 31:

2004 2003 2002

(In thousands)
Service cost $ 30 $ 22 §$ 22
Interest cost 316 261 275
Amortization of prior service credit (324) (324) (324)
Amortization of unrecognized net loss 324 167 231
Net periodic postretirement benefit cost  $ 346 $ 126§ 204
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Estimated Future Benefit Payments
The following table presents estimated future Retiree Plan
benefit payments (in thousands):

2005 $ 302
2006 324
2007 343
2008 358
2009 370
2010-2014 1,900
Total $3,597

Weighted-average rate assumptions as of December 31
follow:

2004 2003 2002

Discount rate used in determining
the accumulated postretirement

benefit obligation 5.75% 6.00% 6.50%
Discount rate used in determining

periodic postretirement benefit cost 6.00% 6.50% 7.00%
Year 1 increase in cost of

postretirement benefits 10.00% 8.33% 9.00%

For measurement purposes, the annual rates of increase in
the per capita cost of covered health care benefits and dental
benefits for 2005 were each assumed at 10.0%. These rates
were assumed to decrease gradually to 5% in 2009 and
remain at that level thereafter.

Assumptions:

Certain actuarial assumptions, such as the discount rate, long-
term rate of return on plan assets and the health care cost
trend rates have a significant effect on the amounts reported
for net periodic pension and postretirement medical benefit
expense, as well as the respective benefit obligation amounts.

Discount rate — The assumed discount rate for the pension
plan and the postretitement benefit plan was determined
based upon the marker rates for high-quality fixed income
investments based on a long-term high quality corporate
bond index rate through December 31, 2003. As of
December 31, 2004, the Corporation utilized the results
from a bond matching technique to match cash flows of the
Plan against both a bond portfolio derived from the S&P
bond database of AA or better bonds and the Citigroup
Pension Discount Curve to determine the discount rate. For
2005, the discount rate was decreased twency-five basis
points to 5.75% to reflect market interest rate conditions.

Long-term return on plan assets — The assumed rate of
return on plan assets represents an estimate of long-term
returns on an investment portfolio consisting primarily of
equities and fixed income investments. When determining
the expected long-term return on plan assets, the
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Corporation considers long-term rates of return on the asset
classes in which the Corporation expects the pension funds
to be invested. The expected long-term rate of return is
based on both historical and forecasted returns of the overall
stock and bond markets and the actual portfolio. The
following rates of return by asset class were considered in
setting the long-term return on assets assumption:

Equity securities 9% — 10%
Debt securities 5%~ 7%
Other 3% - 5%

The long-term return on assets is used to compute the
subsequent year’s expected return on assets, using the
“market-related value” of Plan assets. The difference
berween the expected return on Plan assets and the actual
return on Plan assets during the year are cither asset gains or
losses, which are deferred and amortized over future periods,

Health care and dental cost trend rate — The Corporation
reviews external data and its own historical trends for health
care and dental costs to determine the health care and
dental cost trend rates for the postretirement medical benefit
plan. For 2005, a 10.0% annual rate of increase was
assumed in the per capita cost of covered health care and
dental claims with the rate decreasing in even increments
over five years until reaching 5.0%.

The assumed health care and dental cost trend rates could have
a significant effect on the amounts reported. A one percentage-
point change in these rates would have had the following effects:
1-Percentage-
Point Increase  Point Decrease
(In thousands)

Effect on total of service
and interest cost

components in 2004 $ 38 $ 27
Effect on postretirement »

benefit obligation as of .

December 31, 2004 $610 $(500)

NOTE I - OTHER BORROWINGS - SHORT TERM

2004 2003 2002
{Dollars in thousands)

Balance at December 31 $101,834 391,524  $104,212
Maximum outstanding at

any month end 101,834 93,447 131,183
Average amount

outstanding 90,016 86,604 108,469
Weighted average interest

rate of average amount

outstanding .65% .62% .89%
Weighted average interest :

rate at December 31 for

amounts outstanding at

December 31 1.10% 42% 72%

1-Percentage- -
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The carrying value of investment securities securing
repurchase agreements as of December 31, 2004, 2003 and
2002 were $119.6 million, $104.8 million and

$97.0 million, respectively.

NOTE J - FEDERAL HOME LOAN BANK
BORROWINGS

Borrowings from the Federal Home Loan Bank of
Indianapolis (“FHLB”) consisted of the following:

December 31
2004 2003
(In thousands)

Fixed-rate advances; with maturities from
February 2005 through May 2009,
rates ranging from 1.51% — 6.40% and
a weighted average rate of 2.39% at
December 31, 2004

Convertible fixed-rate advances; with
maturities from June 2005 through
February 2011, rates ranging from
4.49% ~ 6.75% and a weighted average
rate of 5.56% at December 31, 2004

Total ‘

$171,996 $ 39,373

113,000
$284,996

116,000
$155,373

For the convertible fixed-rate advances, the FHLB has the
option to convert the advance to a variable rate beginning
one, two or five years after the origination date depending
on the advance, and quartetly thereafter. The Corporation
has the option to prepay, without penalty, an FHLB
convertible fixed-rate advance when the FHLB exercises its
option to convert it to a variable-rate advance. During 2004,
the FHLB did not exercise this option on any advance.
Prepayments of both fixed-rate and convertible fixed-rate
advances are subject to prepayment penalties under the
provisions and conditions of the credit policy of the FHLB.
The Corporation did not incur any prepayment penalties for
2004, 2003 or 2002.

The FHLB borrowings are collateralized by a blanket lien on
qualified one- to four-family residential mortgage loans. The
carrying value of these loans was $695 million, which
represents a total borrowing capacity based on collateral of
$479 million. Therefore, the Corporation’s additional
borrowing availability through the FHLB at December 31,
2004 under the blanker lien agreement was $194 million.

continued on next page
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NOTE J - FEDERAL HOME LOAN BANK
BORROWINGS (CONTINUED)

At year-end 2004, scheduled principal reductions on these

advances were as follows (in thousands):

2005 $123,232
2006 78,692
2007 10,023
2008 30,024
2009 25
Thereafter : 43,000
Total $284,996

NOTE K ~- RESTRICTED ASSETS AND DIVIDEND
LIMITATIONS OF SUBSIDIARY BANKS

Banking regulations require that banks maintain cash reserve
balances in vault cash, with the Federal Reserve Bank, or
with certain other qualifying banks. The aggregate average
amount of such legal balances required to be maintained by
the Corporation’s subsidiary banks was $24.8 million during
2004 and $23.9 million during 2003. During 2004 the
Corporation’s subsidiary banks satisfled their legal reserve
requirements almost entirely by maintaining vault cash
balances in excess of legal reserve requirements. The
Corporation’s subsidiary banks generally do not maintain
compensating balances with correspondent banks.

Federal and state banking regulations place certain
restrictions on the transfer of assets in the form of
dividends, loans or advances from the bank subsidiaries to
the Corporation. At December 31, 2004, substantially all of
the assets of the bank subsidiaries were restricted from
transfer to the Corporation in the form of loans or
advances. Dividends from its bank subsidiaries are the
principal source of funds for the Corporation. Under the
most restrictive of these regulations, the aggregate amount of
dividends that can be paid by the Corporation’s bank
subsidiaries to.the parent company, without obtaining prior
approval from bank regulatory agencies, was $87.1 million
as of January 1, 2005. Dividends paid to the Corporation
by its banking subsidiaries totaled $37.6 million in 2004,
$56.1 million in 2003 and $25.6 million in 2002. In
addition to the statutory limits, the Corporation also
considers the overall financial and capital position of each
subsidiary prior to making any cash dividend decisions.

NOTE L - CAPITAL

The Corporation and its subsidiary banks are subject to
various regulatory capital requirements administered by the
federal banking agencies. Under these capital requirements,
the subsidiary banks must meet specific capital guidelines
that involve quantitative measures of assets and certain off-
balance sheet items as calculated under regulatory
accounting practices. In addition, capital amounts and
classifications are subject to qualitative judgments by the
regulators. Failure to meer minimum capital requirements
can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could
have a direct material effect on the Corporation’s
consolidated financial statements.

Quantitative measures established by regulation to ensure
capital adequacy require minimum ratios of Tier 1 capital to
average assets (Leverage Ratio), and of Tier 1 and Total
capital to risk-weighted assets. These capital guidelines assign
risk weights to on- and off-balance sheet items in arriving at
total risk-weighted assets. Minimum capital levels are based
upon perceived risk of various asset categories and certain
off-balance sheet instruments.

At December 31, 2004 and 2003, the Corporation’s and
each of its bank subsidiaries’ capital ratios exceeded the
quantitative capital ratios required for an institution to be
considered “well-capitalized.” Significant factors that may
affect capital adequacy include, but are not limited to, a
disproportionate growth in assets versus capital and a change
in mix or credit quality of assets.

The table below compares the Corporation’s and each of its
bank subsidiaries’ actual capital amounts and ratios with the
quantitative measures established by regulation to ensure
capital adequacy at December 31, 2004.
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Capital Analysis
December 31, 2004
Risk-Based Capital
Leverage Total
Amount Ratio Amount Ratio Amount Ratio
(Dollars in millions)

Corporation’s capital ) $413 11% $413 16% $445 17%
Required capital — minimum 113 3 102 4 204 8
Required capital - “well capitalized” definition 188 5 153 6 255 10
Chemical Bank and Trust Company’s capital 187 11 187 19 199 20
Required capital ~ minimum 50 3 40 4 79 8
Required capital - “well capitalized” definition 83 5 59 6 99 10
Chemical Bank Shoteline’s capiral 119 10 119 13 130 14
Required capital - minimum 38 3 36 4 73 8
Required capital - “well capitalized” definition 63 5 55 6 91 10
Chemical Bank West’s capital 81 10 81 13 89 14
Required capital — minimum 25 . 3 26 4 51 8
Required capital ~ “well capitalized” definition 42 5 38 6 64 10

NOTE M - GOODWILL

Goodwill was $63.3 million at December 31, 2004 and
2003. The Corporation’s goodwill impairment review is
performed annually by management and is additionally
reviewed by an independent third party appraisal firm. The
income approach methodology was utilized by the appraisal
firm to estimate the value of the Corporation’s goodwill.
The income approach quantifies the present value of future
economic benefits by capitalizing or discounting the cash
flows of a business. This approach considers projected
dividends, earnings, dividend paying capacity and future
residual value. Based on the results of these valuations, the
Corporation’s goodwill was not impaired at December 31,

2004 and 2003.
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NOTE N - ACQUIRED INTANGIBLE ASSETS

The following tables set forth the carrying amount,
accumulated amortization and amortization expense of
acquired intangible assets (in thousands):

December 31, 2004
Other

Original Accumulated Carrying

Amount Amortization Reduction Amount

Core deposit
intangibles  $19,269  $11,762 — $7,507
Other 865 356 85 424

December 31, 2003
Original ~ Accumulated ~ Carrying

Amount Amortization  Amount
Core deposit intangibles $19,269 $9,773 $9,496
Other 865 72 793

There were no additions of acquired intangible assets during
2004. During 2004, the Corporation sold its insurance

agency book of business that resulted in the write-off of the
remaining intangible asset applicable to this book of business

of $85 thousand.

Amortization expense for the years ended December 31,
follows:

2004
2003

$2,273
1,883

Estimated amortization expense for the years ended
December 31 follows:

2005 $2,101
2006 1,886
2007 1,635
2008 1,292
2009 1,016

NOTE O - STOCK OPTIONS

The Corporation’s stock option plans provide for grants of
stock options, incentive stock options, stock appreciation
rights, or a combination thereof. At December 31, 2004,
there were a total of 173,718 shares available for future
awards under the Corporation’s 1997 plan. The plan
provides that the option price shall not be less than the fair
market value of common stock at the date of grant, options
become exercisable as specified in the option agreement
governing the option as determined by the Compensation
Committee of the board of directors and all awards expire
no later than ten years and one day after the date of granc.
The Corporation does not record expense as a result of the
grant or exercise of stock options.
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Options granted may include a stock appreciation right that
entitles the grantee to receive cash or a number of shares of
common stock without payment to the Corporation. A
stock appreciation right is calculated by the difference
between the option price and the market price of the total
number of shares in the option at the time of exercise of the
stock appreciation right. As of December 31, 2004, there
were no outstanding options with stock appreciation rights.

The activity in the Corporation’s stock option plans during
the three years ended December 31, 2004, was as follows:

Weighted
Average
Number of  Exercise
Shares Price

Outstanding — January 1, 2002 547,735 $21.91
Activity during 2002:
Granted 73,426 27.78
Exercised (81,987) 14.90
Cancelled (13,358) 23.48
Outstanding ~ December 31, 2002 525,816 23.78
Activity during 2003:
Granted 87,465 35.67
Issued in bank acquisition 244,131 15.88
Exercised (211,236) 17.98
Cancelled (7,656) 25.24
Outstanding ~ December 31, 2003 638,520 24.26
Activity during 2004:
Granted 188,738 39.69
Exercised (195,695) 18.57
Cancelled (5,548) 22.15
Qutstanding — December 31, 2004 626,015 $30.73

The following table summarizes information abourt stock
options outstanding at December 31, 2004:

Options Outstanding Options Exercisable

Weighted Weighted
Average Range of Average
Number  Exercise Average  Exercise Number  Exercise
Outstanding  Price Life(a) Prices Exercisable  Price
19,957 $14.84 409  $13.54-15.81 19,957 $14.84
7,850 17.11 7.20 17.02-17.12 7,850 17.11
125,407 2254 3.62 21.64-25.62 119,966 21.52
197,911 27.35 5.39 26.17-27.78 184,350 25.45
274,890 3843 9.64 35.67 - 39.69 67,095 35.67
626,015 $30.73 6.88  $13.54-39.69 399,218 $26.45

(a) Weighted average remaining contractual life in years

The Corporation does not recognize compensation cost in
accounting for awards of options under its stock option
plans. If the Corporation had elected to recognize
compensation cost for options granted in 2004, 2003 and
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2002, based on the fair value of the options granted at the
grant date, net income and earnings per share would have
been reduced to the pro forma amounts indicated below (in
thousands, except per share amounts):

2004 2003 2002

Net income - as reported $56,682  $55,716  $54,945
Proforma stock-based employee '

compensation cost, net ofy tax 552 281 186
Net income — pro forma 56,130 55435 54,759
Basic earnings per share ~

as reported 226 2.24 221
Basic earnings per share -

pro forma 2.24 2.23 2.20
Diluted earnings per share —

as reported 2.25 2.23 2.20
Dilutccf earnings per share —

pro forma 2.23 222 220

The weighted average fair values of options granted during
2004, 2003 and 2002 were $11.53, $10.79 and $7.13 per
share, respectively. The fair value of each option grant is
estimated on the date of grant using the Black-Scholes
option pricing model with the following assumptions:

2004 2003 2002
Expected dividend yield 2.50%  3.00%  3.20%
Expected stock volatility 32.60% 33.70% 32.70%
Risk-free interest rate 3.14%  4.00% 3.03%

Expected life of options — in
years

7.00 7.80 6.50

Because of the unpredictability of the assumptions required, -

the Black-Scholes model, or any other valuation model, is
incapable of accurately predicting the Corporation’s stock
price or of placing an accurate present value on options to
purchase its stock. In addition, the Black-Scholes model was
designed to approximate value for types of options that are
very different from those issued by the Corporation. In spite
of any theoretical value which may be placed on a stock
option grant, no value is possible under options issued by
the Corporation without an increase in the marker value of
the Corporation’s stock.

NOTE P - COMMITMENTS AND
OTHER MATTERS

Commitments to extend credit are agreements to lend to a
customer as long as there is no violation of any condition
established in the loan contract. Commitments generally
have fixed expiration dates or other termination clauses.
Historically, the majority of the commitments of the
Corporation’s subsidiaries have not been drawn upon and,
therefore, may not represent future cash requirements.
Standby letters of credit are conditional commitments issued
generally by the Corporation’s subsidiaries to guarantee the
performance of a customer to a third party. Both

arrangements have credit risk essentially the same as that
involved in making loans to customers and are subject to
the Corporation’s normal credit policies. Collateral obtained
upon exercise of commitments is determined using
management’s credit evaluation of the borrowers and may
include real estate, business assets, deposits and other items.
The Corporation’s subsidiaries at any point in time also
have approved but undisbursed loans. The majority of these
undisbursed loans will convert to booked loans within a
three-month period.

Total unused loan commitments, standby letters of credit
and undisbursed loans were $281 million, $26 million and
$68 million, respectively, at December 31, 2004 and

$373 million, $13 million and $116 million, respectively, at
December 31, 2003. A significant portion of the unused
loan commitments and standby letters of credit outstanding
as of December 31, 2004 expire one year from their
contract date, however $24 million of unused loan
commitments extend for more than five years.

The Corporation’s unused loan commitments and standby
letters of credit have been estimated to have no realizable
fair value, as historically the majority of the unused loan
commitments have not been drawn upon and generally the
Corporation’s subsidiaries do not receive fees in connection
with these agreements.

The Corporation has operating leases and other non-
cancelable contractual obligations on buildings, equipment
and certain computer sofrware that will require annual
payments through 2015, including renewal option periods.
Minimum payments due in each of the next five years are as
follows (in millions):

2005 $2.2
2006 1.9
2007 1.7
2008 0.8
2009 0.2
Thereafter 0.5
Total $7.3

Minimum payments include estimates where applicable
including estimated usage and Consumer Price Index
increases of approximately 3%.

Total expense recorded under operating lease and other non-
cancelable contractual obligations was $1.8 million in 2004,
and $1.4 million in both 2003 and 2002.

The Corporation and its subsidiary banks are subject to
certain legal actions arising in the ordinary course of
business. In the opinion of management, after consulting
with legal counsel, the ultimate disposition of these matters
is not expected to have a material adverse effect on the
consolidated net income or financial position of the
Corporation.
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NOTE Q- DISCLOSURES ABOUT FAIR VALUE
OF FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standards No. 107,
“Disclosures About Fair Value of Financial Instruments”
(SFAS 107), requires disclosures about the estimated fair
values of the Corporation’s financial instruments. The
Corporation utilized quoted market prices, where available,
to compute the fair values of its financial instruments. In
cases where quoted market prices were not available, the
Corporation used presént value methods to estimate the fair
values of its financial instruments. These estimates of fair
value are significantly affected by the assumptions made and,
accordingly, do not necessarily indicate amounts that could
be realized in a current market exchange. It is also the
Corporation’s general practice and intent to hold the
majority of its financial instruments until maturity and,
therefore, the Corporation does not expect to realize the
estimated amounts disclosed.

The following methods and assumptions were used by the
Corporation in estimating its fair value disclosures for
financial instruments:

Cash and demand deposits due from banks:

The carrying amounts reported in the consolidated
statements of financial position for cash and demand
deposits due from banks approximate their fair values.

Interest-bearing deposits with unaffiliated banks and
federal funds sold: \

The carrying amounts reported in the consolidated
statements of financial position for interest-bearing deposits
with unaffiliated banks and federal funds sold approximate

their fair values.

Investment securities:
Fair values for investment securities are based on quoted
market prices.

Loans:

For variable interest rate loans that reprice frequently and
have no significant change in credit risk, fair values are
based on carrying values. The fair values for fixed interest
rate loans are estimated using discounted cash flow analysis,
using interest rates currently being offered for loans with
similar terms to borrowers of similar credit quality. The

resulting amounts are adjusted to estimate the effect of
declines in the credit quality of borrowers since the loans
were originated.

Deposit liabilities:

The fair values of deposit accounts without defined
maturities, such as interest- and noninterest-bearing
checking, savings and money market accounts, are equal to
the amounts payable on demand. Fair values for interest-
bearing deposits with defined maturities are based on the
discounted value of contractual cash flows, using interest
rates currently being offered for deposits of similar
maturicies. The fair values for variable interest rate
certificates of deposit approximate their carrying amounts.

Other borrowings — short term:

The carrying amounts of other borrowings — short term,
which consist of repurchase agreements, approximate their
fair values.

Federal Home Loan Bank (FHLB) borrowings:

Fair value is estimated based on the present value of future
estimated cash flows using current rates offered to the
Corporation for debt with similar terms.

Commitments to extend credit, standby letters of credit
and undisbursed loans:

The Corporation’s unused loan commitments, standby
letters of credit and undisbursed loans have no carrying
amount and have been estimated to have no realizable fair
value. Historically, a majority of the unused loan
commitments have not been drawn upon and, generally, the
Corporation does not receive fees in connection with these
commitments.

Estimates of fair values have not been made for items that
are not defined by SFAS 107 as financial instruments,
including such items as the Corporation’s core deposits and
the value of its Trust Department. The Corporation believes
it is impractical to estimate a representative fair value for
these types of assets, even though management believes they
add significant value to the Corporation.
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The following is a summary of carrying amounts and estimated fair values of financial instrument components of the

consolidated statements of financial position at December 31:

* 2004 2003
Carrying Fair Carrying Fair
Amount Value Amount Value
(In thousands)
Assets: :
Cash and demand deposits due from ban $ 106,565 $ 106,565 $§ 131,184 $ 131,184
Interest-bearing deposits and federal funds sold " 40,369 40,369 31,007 31,007
Investment securities 893,274 894,344 921,862 926,483
Net loans 2,551,419 2,541,810 2,448,096 2,453,012
Liabilities:
Deposits without defined maturities $2,000,722  $2,000,722  $2,053,179  $2,053,179
Time deposits 862,751 868,506 914,057 924,824
Other borrowings — short term 101,834 101,834 91,524 91,524
FHLB borrowings ‘ 284,996 279,360 155,373 167,276
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE R - PARENT COMPANY ONLY FINANCIAL INFORMATION

Condensed financial statements of Chemical Financial Corporation (parent company) follow:

Condensed Statements of Financial Position

December 31

2004

2003

Assets:

(In thousands)

Cash and cash equivalents at subsidiary bank $ 20,825 $ 17,662
Investment securities available for sale 6,063 5,625
Investment in bank subsidiaries 457,619 435,733
Investment in non-bank subsidiaries 768 539
Premises and equipment 6,414 6,893
Goodwill 1,093 1,093
Other assets 3,092 5,464
Total assets _ $495,874 $473,009
Liabilities and Shareholders’ Equity: .

Other liabilities $ 11,038 $ 14,960
. Total liabilities 11,038 14,960
Shareholders’ equity 484,836 458,049
Total liabilities and shareholders’ equity $495,874 $473,009

Years Ended December 31

Condensed Statements of Income 2004 2003 2002
Income: ' (In thousands)
Cash dividends from bank subsidiaries $ 37,620 $ 56,076 $ 25,615
Cash dividends from non-bank subsidiaries - 550 750
Interest income from bank subsidiaries 198 366 564
. Other interest income and dividends 218 132 134
Rental revenue 536 245 -
Invesiment securities gains (losses) 656 71 (829
Other 213 26 -
Tocal income 39,441 57,466 26,234
Expenses:
Operating expenses 3,938 2,590 2,796
Total expenses 3,938 2,590 2,796
Income before income taxes and equity in undistributed net income of subsidiaries 35,503 54,876 23,438
- Federal income tax benefit 1,047 601 828
Equity in undistributed net income of:
Bank subsidiaries 19,903 158 30,625
Non-bank subsidiaries 229 81 54
Net income ‘ $ 56,682 $ 55,716 $ 54,945
Years Ended December 31
Condensed Statements of Cash Flows 2004 2003 2002
Operating Activities: ‘ (In thousands)
Net income $ 56,682 $ 55,716 $ 54,945
Investment securities (gains) losses (656) (71) 829
Depreciation and amortization expense 982 467 250
Equity in undistributed net income of subsidiaries (20,132) (239) (30,679)
Net (increase) decrease in accrued income and other assets 2,588 (2,171) (1,826)
Net increase (decrease) in interest payable and other liabilities (1,927) (2,694) 2,909
Net cash provided by operating activities 37,537 51,008 ° 26,428
Investing Activities:
Capital infusion into subsidiary bank (11,600) - -
Cash assumed in merger of data processing subsidiary into parent ~ 3,185 -
Net cash used in acquisition - (52,295) ~
Purchases of premises and equipment (470) (5,725) (468)
Purchases of investment securities available for sale (4,059) (1,552) (1,258)
Proceeds from sales and maturities of investment securities available for sale 3,624 836 1,017
Net cash used in investing activities (12,505) (55,551) (709)
Financing Activities:
Repurchases of common stock ) - (1,511) (408)
Proceeds from directors’ stock purchase plan 219 182 191
Proceeds from exercise of stock options 3,291 5,071 512
Cash dividends paid (25,379) (23,691) (21,648)
Net cash used in financing activities (21,869) (19,949) (21,353)
Increase (decrease) in cash and cash equivalents 3,163 (24,492) 4,366
Cash and cash equivalents at beginning of year 17,662 42,154 37,788
Cash and cash equivalents at end of year $ 20,825 $ 17,662 $ 42,154




MANAGEMENT REPORTS

Management’s Responsibility For Financial Statements

Management of the Corporation is responsible for the preparation, integrity, and fair presentation of the
consolidated financial statements and related information included in this annual report. The
consolidated financial statements and notes included in this annual report have been prepared in
conformity with United States generally accepted accounting principles and necessarily include some
amounts that are based on management’s best estimates and judgments.

The Board of Directors of the Corporation has an Audit Committee, consisting entirely of independent
directors. The Audit Committee meets regularly with management, internal auditors and the
independent registered public accounting firm and reviews accounting, internal control, audit and
financial reporting matters. Ernst & Young LLP, the independent registered public accounting firm, and
the internal auditors have direct and confidential access to the Audic Committee at all times to discuss
the results of their examinations.

Management’s Assessment of Internal Control Over Financial Reporting

Management of the Corporation is responsible for establishing and maintaining effective internal control
over financial reporting that is designed to produce reliable financial statements in conformity with
United States generally accepted accounting principles. The system of internal control over financial
reporting as it relates to the financial statements is evaluated for effectiveness by management and tested
for reliability through a program of internal audits. Actions are taken to correct potential deficiencies as
they are identified. Any system of internal control, no matter how well designed, has inherent
limitations, including the possibility that a control can be circumvented or overridden and misstatements
due to error or fraud may occur and not be detected. Also, because of changes in conditions, internal
control effectiveness may vary over time. Accordingly, even an effective system of internal control will
provide only reasonable assurance with respect to financial statement preparation.

Management assessed the Corporation’s system of internal control over financial reporting as of
December 31, 2004, in relation to criteria for effective internal control over financial reporting as
described in “Internal Control — Integrated Framework,” issued by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSQO”). Based on this assessment, management has
concluded that, as of December 31, 2004, its system of internal control over financial reporting was
effective and meets the criteria of the “Internal Control - Integrated Framework.” Ernst & Young LLP
has issued an attestation report on internal control over financial reporting which is included herein.
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REPORTS OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

Report on Consolidated Financial Statements
Audit Committee of the Board of Directors and Shareholders of Chemical Financial Corporation

We have audited the accompanying consolidated statements of financial position of Chemical Financial Corporation and subsidiaries as of
December 31, 2004 and 2003, and the related consolidated statements of income, changes in shareholders’ equity, and cash flows for each
of the three years in the period ended December 31, 2004. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audits to obtain reasonable assurance about wEether the financial statements are free of
material misstatement. An audit inclfudes examining, on a test basis, evidence supporting the amounts ‘and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of Chemical
Financial Corporation and subsidiaries at December 31, 2004 and 2003, and the consolidited results of their operations and their cash flows for
each of the three years in the period ended December 31, 2004, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of Chemical: Financial Corporation’s internal control over financial reporting as of December 31, 2004, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated March 15, 2005 expressed an unqualified opinion thereon.

Sanet ¥ MLLP

Detroit, Michigan
March 15, 2005

Report on Internal Control Over Financial Reporting
Audit Committee of the Board of Directors and Shareholders of Chemical Financial Corporation

We have audited management’s assessment, included in the accompanying report of Management’s Assessment of Internal Control Over
Financial Reporting, that Chemical Financial Corporation maintained effective internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (the COSO criteria). Chemical Financial Corporation’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the company’s internal control
over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require thar we plan and perform the audit to obtain reasonable assurance about whether ei%cctive internal control over financial
reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the cifcumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets ofP the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a materiar effect on the financial statements.

Because of its inherent limitarions, internal control over financial reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that Chemical Financial Cog)oration maintained effective internal control over financial reporting
as of December 31, 2004, is fairly stated, in all matetial respects, based on the COSO criteria. Also, in our opinion, Chemical Financial
Carporation maintained, in all material respects, effective internal control over financial reporting as of December 31, 2004, based on the

COSO criteria,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidared financial position of Chemical Financial Corporation and subsidiaries as of December 31, 2004 and 2003, and the related
consolidated statements of income, changes in shareholders’ equity, and cash flows for each of the three years in the period ended
December 31, 2004 of Chemical Financial Corporation and our report dated March 15, 2005 expressed an unqualified opinion thereon.

Sanet ¥ MLLP

Detroit, Michigan
Ma_rch 15, 2005




SUPPLEMENTAL QUARTERLY FINANCIAL INFORMATION

(UNAUDITED)
(In thousands, except per share data)
2004 ‘ 2003
First Second Third Fourth First Second Third Fourth
Quarter  Quarter Quarter  Quarter  Quarter  Quarter  Quarter  Quarter
Interest income $47,185  $46,583  $47,318  $48,164  $48,246  $46,697  $45,237  $44,857
Interest expense 10,363 10,174 10,165 10,914 13,122 11,668 10,473 10,002
Net interest income 36,822 36,409 37,153 37,250, 35,124 35,029 34,764 34,855
Provision for loan losses 746 661 701 1,711 295 1,272 540 727
Investment securities gain 983 267 9 108 184 308 417 387
Income before income taxes 20,878 20,833 21,576 21,388 21,117 20,661 21,797 20,534
Net income 14,119 13,866 14,296 14,401 14,014 13,670 14,469 13,563
Net income per share

Basic .56 55 58 57 .56 .55 58 55
Diluted .56 55 © .57 57 .56 .55 .58 54

MARKET FOR CHEMICAL FINANCIAL
CORPORATION COMMON STOCK AND RELATED
SHAREHOLDER MATTERS

Chemical Financial Corporation common stock is traded on
The Nasdaq Stock Market® under the symbol CHFC. As of

December 31, 2004, there were approximately 25.2 million »

shares of Chemical Financial Corporation common stock
issued and outstanding, held by approximately

5,400 shareholders of record. The table below sets forth the
range of high and low trade prices for Chemical Financial
Corporation common stock for the periods indicated. These
quotations reflect inter-dealer prices, without retail markup,
markdown, or commission, and may not necessarily
represent actual transactions.

2004 2003
High Low. High . Low
First quarter $37.45 $33.73  $32.99 $26.43
Second quarter 3720 3332 32500 26.10
Third quarter 3770 33.03 3471  29.05
Fourth quarter 4333 3606 3810  31.20

The earnings of the Corporation’s subsidiary banks are the
principal source of funds to pay cash dividends.
Consequently, cash dividends are dependent upon the
earnings, capital needs, regulatory constraints, and other
factors affecting each individual subsidiary bank. See Note K
to the Consolidated Financial Statements for a discussion of
such limitations. The Corporation has paid regular cash
dividends every quarter since it began operation as a bank
holding company in 1974. The following table summarizes
the quarterly cash dividends paid to shareholders over the
past five years, adjusted for stock dividends paid during this
time period. Management expects the Corporation to declare
and pay comparable regular quarterly cash dividends on its
common shares in 2005. ~

Years Ended December 31

2004 2003 2002 2001 2000

First quarter $.252 $238 $217 $.207 $.190

Second quarter 252 238 217 .207 190

Third quarter - .252 238 217 207 .190

Fourth quarter 252 238 217 207 190

\ Total $1.008 $952 $.868 $.828 $.760
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CHEMICAL FINANCIAL CORPORATION DIRECTORS AND EXECUTIVE OFFICERS

At December 31, 2004

Board of Directors ]. Daniel Bernson — President and Chief Executive Officer, The Hanson Group
(a holding company with interests in diversified businesses in Southwest Michigan)

Nancy Bowman — Certified Public Accountant, Co-owner, Bowman & Rogers, PC
{an accounting and tax services company)

James A. Currie — Investor
Michael L. Dow — Investor ‘ ‘
Thomas T. Huff — Attorney at Law, Thomas T. Huff, P.C.

Terence F. Moore — President and Chief Executive Officer, MidMichigan Health
(a health care organization)

Aloysius J. Oliver — Retired Chairman, President and Chief Executive Officer,
Chemical Financial Corporation

Frank P. Popoff — Chairman of Chemical Financial Corporation, Retired Chairman, President
and Chief Executive Officer, The Dow
Chemical Company
(a diversified science and technology company that manufactures chemical, plastic and
agricultural products) '

David B. Ramaker — President and Chief Executive Officer, Chemical Financial Corporation

Dan L. Smith — Retired Chairman and Chief Executive Officer, Shoreline Financial
Corporation

(a bank holding company)

William S. Stavropoulos — Chairman, The Dow Chemical Company
(a diversified science and technology company that manufactures chemical, plastic and
agricultural products)

Executive Officers  David B. Ramaker — President and Chief Executive Officer

Bruce M. Groom — Executive Vice President and Senior Trust Officer,
Chemical Bank and Trust Company

Lori A. Gwizdala — Execurive Vice President, Chief Financial Officer and Treasurer

Thomas W. Kohn — President and Chief Executive Officer,
Chemical Bank West

William C. Lauderbach — Executive Vice President and Senior Investment Officer, Chemical
Bank and Trust Company

James R. Milroy — Executive Vice President, Chief Operating Officer and Secretary

John A. Reisner — President and Chief Executive Officer,
Chemical Bank and Trust Company

James E. Tomczyk — President and Chief Executive Officet,
Chemical Bank Shoreline
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